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ABSTRACT 
The fundamental principles of tRetfiading system is to help trade flow as 
freely as possible, on the one hand, an4 deal with disputes over trade issues on 
the other. The expansion of tradehas played a dynamic role in the growth of 
the global economy since World War II. Trade is important for the 
development of all types of economies. But its sustained growth calls for a free 
and fair world trading system. A trading system that is rule based helps in the 
expansion of trade. Similarly, a trading system that lowers trade barriers 
through negotiations and applies the principle of non-discrimination promotes 
trade from developing counfries. Further the trading system that allows 
disputes to be settled effectively and constructively has the added advantage for 
the developing countries. The world trading system under the WTO promises 
all but its working over the past years smce its establishment has revealed that 
the pace and pattern of implementation by different member countries have not 
been uniform. More powerful players in the trade space have evolved many 
new instruments of safeguarding their national interest while the weaker 
players have been forced to implement their commitments. This has generated 
asymmetries in the pattern of effective market access in the different countries 
of the world economy. 
The international trading system, which refers to the rules, institutions 
and practices governing trans-border flows of goods and provides, is a pre-
condition for the smooth functioning and expansion of international trade. It 
provides a framework and institutional support which facilitate exchange of 
goods and services among countries and sustain sound economic growth. 
From 1870 to 1913 economic relations between rich countries and 
developing countries were characterized by far-reaching liberalization of 
international trade. The pattern of international trade was the typical colonial in 
which developing countries exported primary products to the rich industrialized 
countries and industrialized countries exported finished manufactured goods to 
the developing countries. During two world wars and the Great Depression in 
the 1930s, the 'beggar-thy-neighbour policies in which each country tried to 
transfer its economic problems to other countries by depreciating its own 
currency and imposing high tariffs, led to an almost complete collapse of the 
international trade system. Partly as a result of this, the volume of world trade 
fell off, and investment in developing countries decreased drastically. 
Economic growth stagnated both in rich countries and the developing countries 
most involved in international trade. During the World War II it was feared that 
the depressed economic conditions of the 1980s may return after the cession of 
War as nations, like in the past, would attempt to return to balanced budget. 
This would create problems for international trade therefore, plans for reform 
in international trading system began to take shape during the war. As the war 
ended, the allied powers met in Bretton Woods, New Hampshire in 1944 to set 
some guidelines for the operation of the world economy in the post war years. 
International Monetary Fund (IMF) to deal with the BOPs problems 
and promote international monetary cooperation and trade and the International 
Bank for Reconstruction and Development (IBRD) to finance economic 
reconstruction and development were conceived at this conference. This 
conference also generated plans for the establishment of an International Trade 
Organization (ITO) to fi-ame rules, eliminate restrictions and settle disputes 
relating to international trade. The first two were set up but the ITO failed to 
take shape due to non-approval of its Charter by the U.S. Congress. Therefore, 
the U.K., US and few other countries agreed to adopt as treaty obligations a set 
of rules for conducting international trade among themselves. This treaty was 
called the General Agreement on Tariff and Trade (GATT). The GATT was 
signed in 1947 at Geneva by 23 countries including India and became effective 
from January 1, 1948. 
The GATT became the cornerstone ground on which the multilateral 
trading system was built. Its guiding principles included : 
(i) Trade on non-discriminatory basis; 
(ii) Protection of Domestic industry by means of customs, tariffs and not 
through others conmiercial measures; 
(iii) Consultations among members to avoid damage to their interests; and 
(iv) GATT to serve as a forum within which negotiations could be held to 
reduce tariff and other trade barriers. 
But, until the Uruguay Round of trade negotiations began in 1986, 
multilateral trade deals tended to be limited to the industrial countries. While 
developing countries benefited significantly from the growth in global trade, 
they were rarely active participants in the bargaining process. This had changed 
by 1994, when the Uruguay Round, the most comprehensive multilateral frade 
negotiation in history, was completed, and the new World Trade Organization 
(WTO) succeeded the General Agreement on Tariffs and Trade (GATT). The 
more advanced developing countries had accepted frade-opening obligations 
in exchange for fuller access to industrial country markets, while the 
poorer developing countries had agreed to adopt, over time, the same 
nondiscriminatory rules followed by the major trading nations. The scope for 
industrial countries to strike mutually beneficial bargains with each other is 
shrinking. 
The GATT framed rules for conduct of international trade among 
member nations and provided forum for multilateral negotiations on issues 
relating to it. Its members agreed to abide by the principle of non-
discrimination embodied in the Most-Favoured Nation (MFN) clause and 
national treatment. They committed to protect their domestic industry by tariffs 
only and bmd the tariff levels negotiated among themselves. The GATT also 
established a framework for settlement of trade disputes. 
Over the years, the GATT pursued trade liberalization by sponsoring a 
series of negotiations or rounds and achieved remarkable success in reducing 
tariffs all around the globe especially in the developed countries. Continued 
reductions in tariffs helped spur on unprecedented expansion in world trade 
surpassing the rate of growth of world output. But despite these achievements, 
grievances against the working of the GATT appeared in the early 1980s. 
The Uruguay Round marked a change in the attitude of many 
developing countries regarding the trading system. The developing countries 
raised their voice against its weak institutional structure and defective dispute 
settlement system. They strongly protested against the bias of the GATT 
favoring the developed countries and demanded that an ITO be set up. The 
members of the GATT wanted it to be improved to absorb the complexities of 
world trade, encompass additional areas of trade and address increasingly the 
concerns of developing countries. 
These and other reahzations convinced GATT members that a new 
effort to reinforce and extend the multilateral system was needed. The efforts 
resulted in the Uruguay Round (UR), the Marrakesh Declaration, and the 
creation of WTO. 
The WTO like the GATT stands for the principle of non-
discrimination and calls for progressive liberalization of World trade by 
reduction and binding of tariffs elimination of quotas and NTBs. But it is 
distinct form the GATT in certain respects. It has an institutional set up and a 
wider coverage. It is equipped with powers to enforce commitments, rules and 
norms of discipline in international trade among its members. 
In the light of the above, our objective in this study is primarily to examine 
the role of World trading system under the WTO in promoting international 
trade of developing countries in general and that of India in particular. Within 
the framework of this broad objective, the specific objectives set out for the 
study are as follows : 
1. To discuss the implementation of WTO agreements and commitments by 
its different member countries. 
2. To assess the impact of the WTO provisions on India's foreign trade to 
reflect on the country's success in realizing her expectations of its 
membership of this organization. 
3. To suggest ways and means as to how India can maximize the gain and 
minimize the losses fi-om its membership of the world trade organization. 
India is one of the founder members of the WTO. India's joining the 
WTO family was motivated by the expectation to strengthen her trade under 
the strengthened multilateral trading system. India had initiated economic 
reforms programme in July 1991 with liberalization of foreign trade as an 
important part of the programme. Measures were taken to create an 
environment for rapid increase in exports, raise the country's share in world 
exports and make trade an engine for achieving higher economic growth. 
India's membership of the WTO was expected to accelerate this drive for 
expansion of exports and bring higher growth leading to a better earnings and 
living for the 'average citizen of India'. A study that seeks to explore whether 
India's foreign trade has undergone noticeable changes during the post-WTO 
period may be considered significant from the point of view of developing 
countries in general and for India in particular. To the extent that India's 
experience in this respect is any guide, this study will also be helpfiil to the 
similarly placed countries. 
The study has as its period of reference the post-WTO period which is 
also compared with the pre-WTO period. The study is based on secondary 
sources of data which have been collected from various sources. Due 
acknowledgement has been given to their at appropriate places. 
The methodology used is simple and analytical. Tabular analysis has 
been used to analyse the data and results have been interpreted accordingly. 
The whole study is divided into six chapters. 
Chapter two is devoted to review of literature. This is followed in 
chapter three by a brief discussion of the framework of the world trading 
system and their features. 
Chapter four investigates the implications of WTO for developing 
countries. 
In the fifth chapter the performance of the Indian trade has been 
considered in the era of WTO rule. 
Finally Chapter six summarizes the findings of the present study and 
tries to offer a few suggestions for improving the trade benefits of India. 
The liberalized world trading system under the WTO offers both 
opportunities and challenges for developing countries including India. If 
developing countries have to gain, certain practices and rule in the WTO must 
be changed to incorporate the realities and broader development agenda of the 
developing countries. Some of them could be the following: 
(i) All members should be equipped with the technical expertise and human 
resources to participate fully in the multilateral negotiations. 
Liberalization on the "fast track" must be stopped. Instead changes 
should be made to rules that effectively disadvantage the economies of 
developing countries. 
(ii) Decision-making in the WTO must involve all members. This has not 
been the case to date; instead the US, EU, Japan and Canada has made 
many decision on behalf of all. 
(iii) The dispute settlement system must consider the development needs of 
countries (especially the most vulnerable), not just whether free trade 
rules have been violated. 
(iv) If the developed and developing countries farmers are to compete in the 
same markets, then the $ 280 billion in annual subsidies that developed 
countries provide to their farmers should be reduced to the negligible 
amounts developing countries provide. Otherwise developing countries 
should be allowed to increase both their subsidies and their tariffs to 
protect their markets from the highly subsidized exports of the 
developed countries. Small farmers in both developed and developing 
countries should be encouraged not squeezed out especially in 
developing countries, where farming is the source of livelihood for 
millions. 
(v) TRIPs should be abolished and the control of intellectual property 
should be returned to the pre-Uruguay institution such as the world 
intellectual property organization. At minimum, seeds, plants and drugs 
should be exempted from TRIPs in order to preserve basic health care 
and agricultural system in developing countries. 
(vi) Developed countries should eliminate the tariff escalation on products 
chains of interest of developing countries. And if the WTO continues to 
force all counfries down, the liberalization path, the protected sectors in 
the US must also be liberalized to open up new export markets for 
developing nations. 
(vii) The WTO should use the international standards established in UN 
conventions to ensure that development goals are in tune with its trade 
agenda. The final jest of the WTO's success is not the volume of world 
trade or the extent to which trade barriers have been lowered, but 
whether and to what extent living conditions in all nations - particularly 
the developing countries, which constitute three fourth of its members -
are improving 
• 
The developing countries on their part require to build: 
• The capacity to design and implement trade policy and to present the 
country's interest effectively in international forum such as the WTO. 
Trade related human and physical infrastructure that affects the capacity 
to export. 
• Appropriate safety nets to ensure that trade reforms that benefit the 
country as a whole do not worsen the plight of the poor. 
In addition, trade liberalization may change the political reform dynamic 
by creating constituencies for further reform. This is not surprising: 
liberalization can change relative prices and incentives throughout an economy. 
A few generalizations can nonetheless be made. Trade liberalization tends to 
reduce monopoly rents and the value of connections to bureaucratic and 
political power. In developing countries, it may increase the relative wage of 
low-skilled workers. Poor consumers benefit from the lower prices that often 
follow trade liberalization. Liberalization of agricultural trade typically has the 
strongest effects on the poor - both positive and negative - since most poor 
people in developing countries are engaged in small-scale agricultural 
activities. 
The primary purpose of the AoA is to promote global trade by removing 
various trade distortions at the international level. According to the AoA, all 
the member countries are bound to reduce the tariff rate on imports and 
subsidies offered to the domestic producer. The classification of domestic 
support and export, subsidies are complex and infavour to developed countries, 
particularly EU, the Canada, US and Japan. They are able to maintain very high 
level of subsidies on agriculture in the exempted categories. These subsidies 
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empower developed countries to cause distortion in the international market 
and protect domestic production and competition against import. Compared 
with developed countries, the level of support in developing countries such as 
India is very low and a level playing field in agriculture trade is a far cry. 
In the case of agricultural exports, the following steps need to be taken: 
1. Public investment in agriculture should be stepped up to create needed 
infi-astructure facilities. 
2. Credit for agriculture has to expand at a faster rate than before because of 
the need to step up agriculture growth to generate surplus for exports. 
3. We should somehow force the developed countries or high income 
countries to open their market by reducing the agricultural subsidies. 
Actually high subsidies are the prime case of trade barriers put by the 
developed countries. 
4. The sound agriculture policy has to be formulated which address the issue 
of the farmers. 
Developing countries should play active role in the WTO to set the 
agricultural trade on right track. 
There is also a need for an independent and comprehensive review and 
assessment of the impact of services liberalization in developing countries 
before the GATS negotiations proceed any further. 
• Developing countries should not make new service liberalization 
commitments until comprehensive sectoral assessments have been 
undertaken, which weight carefully the benefits and burden of 
liberalization. 
• 
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Developed countries should immediately withdraw their benchmarking 
proposals because they contradict the basic architecture of GATS, erode 
flexibility and depart from the GATS negotiation guidelines. 
Public service sectors such as education, health, water, agricultural 
extension and environment must be explicitly excluded from liberalization 
commitments. 
Developing countries have expressed concerns not only about the lack of 
clarity but also about ambiguities in the schedules submitted by developed 
countries. It is therefore essential that these schedules are reviewed by an 
impartial international committee of experts. 
The negotiations on GATS rules and emergency safeguard measures 
should be completed before any commitments are made by developing 
countries on market access. This will be consistent with the negotiating 
guidelines and will protect developing countries' nascent service sectors. 
Developing countries should not offer any sectors for opening up under 
GATS before the rules are finalized. 
India has also a great potential in export of services. A realistic and 
WTO integrated compatible frade strategy would enable India to sustain a high 
export growth in this sector. 
For India to take advantage of the opportunities of the WTO system, it is 
essential that the country should press for the elimination of distortions in frade 
by the developed countries. India should insist for implementation of existing 
rules and their amendments in order to remove the inequalities and imbalances 
inherent in them. In the domestic front, India should sfrengthen the 
infrastructural facilities of the economy in a big way and improve the 
efficiency and competitiveness of the industrial sector, by removing complex 
domestic and state interventions. 
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CHAPTER -1 
INTRODUCTION 
INTRODUCTION 
1.1 THE PROBLEM: 
The international trading system, which refers to the rules, institutions 
and practices governing transborder flows of goods and services, is a pre-
condition for the smooth functioning and expansion of international trade. It 
provides a framework and institutional support which facilitate exchange of 
goods and services among countries and sustain sound economic growth. 
From 1870 to 1913 economic relations between rich countries and 
developing countries were characterized by far-reaching liberalization of 
international trade. The pattern of international trade was the typical colonial in 
which developing countries exported primary products to the rich industrialized 
countries and industrialized countries exported finished manufactured goods to 
the developing countries. During two world wars and the Great Depression in 
the 1930s, the 'beggar-thy-neighbour' policies in which each country tried to 
transfer its economic problems to other countries by depreciating its own 
currency and imposing high tariffs, led to an almost complete collapse of the 
international trade system. Partly as a result of this, the volume of world trade 
fell off, and investment in developing countries decreased drastically. 
Economic growth stagnated both in rich countries and the developing countries 
most involved in international trade. During the World War II, it was feared 
that the depressed economic conditions of the 1930s may return after the 
recession of War as nations, like in tlie past, would attempt to return to 
balanced budget. This would create problems for international trade. Therefore, 
plans for reform in international trading system began to take shape during the 
war. As the war ended, the allied powers met in Bretton Woods, New 
Hampshire in 1944 to set some guidelines for the operation of the world 
economy in the post war years. 
The International Monetary Fund (IMF) to deal with the BOPs problems 
and promote international monetary cooperation and trade and the International 
Bank for Reconstruction and Development (IBRD) to finance economic 
reconstruction and development were conceived at this conference. This 
conference also generated plans for the establishment of an International Trade 
Organization (ITO) to frame rules, eliminate restrictions and settle disputes 
relating to international trade. The first two were set up but the ITO failed to 
take shape due to non-approval of its Charter by the U.S. Congress. Therefore, 
U.K., US and few other countries agreed to adopt as treaty obligations a set of 
rules for conducting international trade among themselves. This treaty was 
called the General Agreement on Tariffs and Trade (GATT). The GATT was 
signed in 1947 at Geneva by 23 countries including India and became effective 
from January 1, 1948. 
The GATT became the cornerstone ground on which the multilateral 
trading system was built. Its guiding principles included : 
(i) Trade on non-discriminatory basis; 
(ii) Protection of Domestic industry by means of customs, tariffs and not 
through others commercial measures; 
(iii) Consultations among members to avoid damage to their interests; and 
(iv) GATT to serve as a forum within which negotiations could be held to 
reduce tariff and other trade barriers.' 
The GAIT framed rules for conduct of international trade among 
member nations and provided forum for multilateral negotiations on issues 
relating to it. Its members agreed to abide by the principle of non-
discrimination embodied in the Most-Favoured Nation (MFN) clause and 
national treatment. They committed to protect their domestic industry by tariffs 
only and bind the tariff levels negotiated among themselves. The GATT also 
established a framework for settlement of trade disputes. 
Over the years, the GATT pursued tarde liberalization by sponsoring a 
series of negotiations or rounds and achieved remarkable success in reducing 
tariffs all around the globe especially in the developed countries. Continued 
reductions in tariffs helped spur on unprecedented expansion in world trade 
surpassing the rate of growth of world output. But despite these achievements, 
grievances against the working of the GATT appeared in the early 1980s. 
The developing countries raised their voice against its weak 
institutional structure and defective dispute settlement system. They strongly 
protested against the bias of the GATT favoring the developed countries and 
demanded that an ITO be set up. The members of the GATT wanted it to be 
improved to absorb the complexities of world trade, encompass additional 
areas of trade and address increasingly the concerns of developing countries. 
These and other realizations convinced GATT members that a new 
effort to reinforce and extend the multilateral system was needed. The efforts 
resulted in the Uruguay Round (UR), the Marrakesh Declaration, and the 
creation of WTO. 
The UR commenced in Spetember 1986 and was concluded in 1994. It 
covered many new areas such as agriculture, textile, technology, intellectual 
property rights (IPRs), trade related investment measures (TRIMs), services 
etc. It included in its scope of liberalization, non-tariff barriers (NTBs), along 
with tariffs, and conceived many new norms and disciplines such as sanitary 
and phytosanitary measures, anti-dumping measures, dispute settlement 
procedures, safeguard measures etc. with a view to ensuring liberalized 
effective market access and rule based trade. 
The conclusion of the UR saw the transformation of the GATT into a 
more formal oragnisation called the World Trade Organisation (WTO) in 1995. 
The WTO like the GATT stands for the principle of non-
discrimination and calls for progressive liberalization of World trade by 
reduction and binding of tariffs, elimination of quotas and NTBs. But it is 
distinct from the GATT in certain respects. It has an institutional set up and a 
wider coverage. It is equipped with powers to enforce commitments, rules and 
norms of discipline in international trade among its members. 
It has an improved dispute settlement system. It is a responsible for 
overseeing the implementation of all agreements that were negotiated before it 
came into existence and those that will be negotiated in future. Thus in short 
the WTO seeks to promote both trade and the multilateral trading system to 
face the needs of the future. 
The WTO has brought agriculture and textiles more fully under 
International trade rules. Prior to the setting up of this organization, these two 
sectors were heavily protected in most of the developed countries and trade was 
distorted. For industrial goods, the main provisions of the WTO include the 
reduction in tariffs, expansion of duty free access and ejqpansion of bindings by 
the developed countries. 
Thus, the establishment of the WTO has brought in significant changes 
in the world trading system and placed additional demands on developing 
countries in respect of their effective participation. First, the WTO covers a 
variety of new areas - such as services sector, IPR in which new rules 
governing the conduct of international trade have been agreed and whole 
implementation requires additional institutional capacity on the part of the 
member governments. Second, the WTO negotiation on liberalization of 
various sectors require continuous participation by the members. Third, the 
new WTO Dispute Settlement Mechanism (DSM) enables developing countries 
to address their grievances, but it also poses tremendous challenges because of 
their very limited institutional capacity to initiate action against developed 
countries. 
No doubt, trade can be good for development of those countries which 
engage in trade with other countries. But how much trade will be beneficial 
depends upon the trade policy and the trade liberalization policy. Trade 
liberalization opens foreign markets, expands the demand for domestic firms 
goods and enable them to serve a large market and realize gains from 
economies of scale. Trade liberalization may make available a range of inputs 
at lower prices by lowering cost of production. Liberalization may also 
introduce more competition from foreign firms to the domestic firms which 
may result in improvements in efficiency of local production. Finally trade 
liberalization may, through various channels, affect the rate of economic 
growth. 
The standard argument in favour of frade liberalization is that it 
improves the average efficiency in a country. Import from foreign producers 
may destroy some inefficient local industries, but competitive local industries 
are supposed to be able to absorb the shock as they expand their export to 
foreign markets. In this way trade liberalization is supposed to allow resources 
to be deployed from low productivity protected sectors into high productivity 
export sector. But that argument assumes that resources will be fully employed 
in the first place, whereas in most developing countries unemployment is 
persistently high. One does not need to redeploy resources to put more 
resources into the export sector, one simply needs to employ hitherto unused 
resources. In practice trade liberalization often harms competing local import 
industries, while local exporters may not automatically have the necessary 
supply capacity to expand. So liberalization often seems to result in labour 
temporarily going from low productivity protected sectors to zero productivity 
unemployment. Unfortunately, most of the models which attempt to address 
question of welfare gain from trade liberalization assume fiiU employment and 
therefore provide no answer to this key question: the impact of liberaliiKition in 
economies with underemployed resources. But the issue of unemployment is 
not just a theoretical problem. Concern that trade liberalization will lead to 
increased unemployment is perhaps the most important source of opposite to 
liberalization. 
Trade liberalization will also affect inequality. Opening up to trade 
does not make everyone in a country better off. Instead it changes the 
distribution of income and creates winners and losers. The standard economic 
argument is that the net gains from trade liberalization are positive so the 
gainers can compensate the loser and leave the country better off overall. 
Most of the economic theory of trade liberalization has focused on 
static welfare gains, the long-run effects of trade liberalization are determined 
by its effect on the economy's rate of growth. Recent models of indigenous 
growth have important implications for the theoretical relationship between 
free trade and economic growth, although their results are not frilly understood, 
and their policy consequences remain to be thoroughly established. 
Theory and empirical evidence indicate that trade liberalization can be 
a positive force for development in poor countries, but that these benefits 
depend on others, concomitant factors. The factors which are responsible to 
failure to the trade liberalization is the market failure. Developing countries 
should attempt to promote development by correcting these market failure 
through policy interventions, including trade policies, if and only if they are the 
best available instruments. Developed countries must do their parts. They can 
help to integrate developing countries into world trading system and ensure that 
they benefit from it. 
The WTO membership is expected to bring in the major benefits in 
terms of greater and secured market access abroad for exports, freedom of 
transit, resolution of the disputes through Dispute Settlement Mechanism, and 
greater discipline at home that brings more transparency and accountability for 
the sound economic policy. 
The market access is assured by GATT Article 1 and Article 111. 
While Article 1 ensure that each member countries provide Most Favoured 
Nation (MFN) treatment to each other. Article 111 talks about National 
treatment."* The MFN means getting access to market of a member nation 
without discrimination. The member countries are abolished to reduce the 
bound tariff rates. This makes the MFN treatment more meaningful and 
functional. The 'national treatment' means that a foreign supplier is freated at 
par with national supplier without discrimination. The GATT Article V assured 
freedom of transit for commodities treated by one WTO member through the 
territory of another member. The member countries obliged to provide passage 
through most convenient route for international transit. In case of a dispute or 
member countries feel being discriminated, the defaulting countries can be 
brought into the dispute settlement mechanism to resolve it or get 
compensation for the loss. Further, the WTO membership brings more 
discipline in domestic economic management as several rules would apply to 
the country's own policies. 
There are two other specific benefits though temporary in nature, 
accorded to developing and least developed countries. These are special and 
differential treatment (SDT) and technical assistance. The SDT is designed to 
provide essential breathing space to the least developed countries enabling 
them to adjust and come up to the required standards. The WTO endorsed 
technical assistance programme which the developing and least developed 
countries may receive from various international agencies including WTO 
towards basic capacity building, and towards raising their ability to get 
improved preferential access to international market^ . 
The new trading system under the WTO has been in operation for 
more than a decade and it is appropriate to assess the impact of this system on 
trade performance of developing countries like India. 
1.2 OBJECTIVES OF THE STUDY : 
In the light of the above, our objective in this study is primarily to 
examine the role of worid trading system under the WTO in promoting 
international trade of developing countries in general and that of India in 
particular. Within the framework of this broad objective, the specific objectives 
set out for the study are as follows : 
1. To discuss the implementation of WTO agreements and commitments by 
its different member coimtries. 
2. To assess the impact of the WTO provisions on India's foreign trade to 
reflect on the country's success in realizing her expectations of its 
membership of this organization. 
3. To suggest ways and means as to how India can maximize the gain and 
minimize the losses from its membership of the world trade organization. 
India is one of the founder members of the WTO. India's joining the 
WTO family was motivated by the expectation to strengthen her trade under 
the strengthened multilateral trading system. India had initiated economic 
reforms programme in July 1991 with liberalization of foreign trade as an 
important part of the programme. Measures were taken to create an 
environment for rapid increase in exports, raise the country's share in world 
exports and make trade an engine for achieving higher economic growth. 
India's membership of the WTO was expected to accelerate this drive for 
expansion of exports and bring higher growth leading to a better earnings and 
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living for the 'average citizen of India'. A study that seeks to explore whether 
India's foreign trade has undergone noticeable changes during the post-WTO 
period may be considered significant from the point of view of developing 
countries in general and for India in particular. To the extent that India's 
experience in this respect is any guide, this study will also be helpful to the 
similarly placed countries. 
1.3 DATABASE AND METHODOLOGY: 
The study has as its period of reference the post-WTO period which is 
also compared with the pre-WTO period. The study is based on secondary 
sources of data which have been collected from various sources. Due 
acknowledgement has been given to then- at appropriate places. 
The methodology used is simple and analytical. Tabular analysis has 
been used to analyse the data and results have been interpreted accordingly. 
1.4 PLAN OF THE STUDY: 
The whole study is divided into six chapters. 
Chapter two is devoted to review of literature. This is followed in 
chapter three by a brief discussion of the framework of the world trading 
system and their features. 
Chapter four investigates the implications of WTO for developing 
countries. 
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In the fifth chapter the performance of the Indian trade has been 
considered in the era of WTO rule. 
Finally Chapter six summarizes the findings of the present study and 
tries to offer a few suggestions for improving the trade benefits of India. 
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CHAPTER - II 
E£V)£Vir OF Lrr£RATUH£ 
REVIEW OF LITERATURE 
This chapter is devoted to a review of studies on the emerging global 
trading system and its impact on developing countries in general and India in 
particular. 
According to Narinder Pani (1993) the major gains of the Uruguay 
Round was the opening of markets for agricultural products and reduction in 
export subsidies in developed countries. With the opening up of the world 
market it was possible to envisage situation when the benefit of bumper crop 
would not be offset by a downward pressure on prices. 
Sanajy Bari (1993) considered the UR of negotiations of the GATT as 
an important landmark in the history of the world trading system aimed at 
promoting a rule based international trade. 
Nirmal Sandhu (1993) said that the small countries will have access to 
bigger market where return can be handsome. Countries under GATT terms 
were allowed to raise protection in case of emergency i.e. when an industry 
was in deep trouble or if a country's current account (trade) deficit became 
unmanageable. He viewed in totality the UR as a victory of collective human 
effort towards free trade. Free marketers all over had reasons to celebrate 
cheers to more trade, more investment, more jobs and large income growth for 
all. 
Mr. Pranab Mukheijee (1993) the then Minister of Commerce, 
Government of India in a statement in parliament said that it was expected that 
the successful conclusion of UR would result in significant expansion in world 
trade as a result of which India should be able to increase its own exports by 
$ 1.5 billion $ 2 billion annually in addition to the normal growth. 
Mr. Mukherjee said that though developed countries were still putting 
pressure on developing countries for more concessions, the govt, would 
continue to oppose them. He said the government would take up the issues of 
non-tariff barriers at the "appropriate level". 
P.V. Narasimha Rao (1994), the then Prime Minister of India, submitted 
that the country would defmitely march ahead in the changed economic 
environment and it must be ready to benefit by the opportunities that have been 
thrown open in the post GATT situation. 
Ram Manohar C. Reddy (1994) said that throughout history of GATT, 
trading countries have used arms to further the cause of trade. At the GATT 
talks, the gun was replaced by sophisticated arguments about how more trade 
will make nations prosperous. These theories were only meant legitimize the 
interest of the dominant economic power. V.C. Shukla (1994) said that GATT 
which entered into force in Jan. 1948 is the only multilateral instrument that 
lays down agreed rules for international trade. It is currently subscribed by 117 
government's which account for overall 90% of the world trade. About 2/3 of 
the member countries are in the early stages of economic development. It is 
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interesting to note that majority of the countries are developing countries. 
However, they are being overpowered with the interests of a few developed 
countries like SA and EU. 
V.M. Tarkunde (1994) said that GATT negotiations were aimed at 
reducing tariff and non-tariff barriers to the exchange of goods in the course of 
international trade. The decisions reached in these seven roimds do not appear 
to have resulted in any serious controversy. The 8*^  and last round called the 
Uruguay Round commenced in 1986 and after protected negotiations of seven 
years the final Act of this round was signed by the GATT countries on April 
15,1994 at Marrakesh in Mexico. 
Prem Shankar Jha (1994) said that the role of the WTO will also depend 
on how effectively it can intervene in disputes involving the more powerful 
economies. There are doubts on this score as the world's major economies have 
often treated the multilateral system as an extention of bilateral agreement that 
they have first worked out among themselves. One hopes that these economies 
will now accept the supremacy of the WTO and not resort to unilateral 
pressures against power nations. 
The former Director General of WTO, Mr. Renato Ruggiero (1994) has 
said that WTO, which succeeded as the world's premier multilateral trade 
negation on Jan. 1, 1995, had made a good beginning in its first year in the 
implementation of the UR but observe that this year even more crucial. 
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According to Dr. Manmohan Singh (1994), the then Finance Minister of 
India, India is ready to participate in discussions at the WTO on the question of 
opening up of the financial sector and the government was ahready lowering 
tariff rates in a phase manner in line with those prevailing in other developing 
countries, 
A.T. Dudani (1994) said the dangerous consequences of the 
harmonization of standards clauses in GATT has gone largerly unnoticed in the 
furor over other issues. The negative impact of the GATT on TRIPs, TRIMs, 
GATS and their effect on sovereignty has been much discussed. Matters like 
subsidies on inputs and financial credits, buflfer stock and PDS and fi-ee market 
access have also received attention. Thus, India's entry into GATT is being 
viewed with some aberrations, as the issues thrown by provision of the tready 
are outside the UN ambit and, therefore beyond the scrutiny of skeptical third 
world nations. They can only hope that codex, GATT and EC would not put 
trade before food safety and give the poor Nations yet another raw deal. 
Rao Bhanoji (1994) expressed doubts about feasibility of bringing 
together north America and Asia into a unified economic community such as 
the EU. The only hope for the long term global trade for APEC can be from 
WTO. 
V.M. Tarkunde (1994) explained that one of the decisions taken in the 
UR in the region of agriculture was in regard to the subsidies which a country 
may give to agriculturists. Obviously, a substantial amount of subsidy given to 
17 
the agriculturists enables them to sell their products more cheaply both inside 
the country and abroad. Now the subsidy given by the developed countries to 
their own agriculturists are on the whole far more generous than the subsidies 
which India has been able to extended to its own agriculturists. 
Barry M. Richman and Mdryn R. Copen (1995) stated that the WTO has 
been given more teeth than GATT. No member country can bully the other any 
more and discriminate as it was in GATT. Trade disputes now be settled with 
the good offices of WTO. 
Priya Ranjan Das (1995) said that India has secured major gains in the 
supply of professional services providers to the key markets of the US and EU 
in the WTO agreement. On financial services and movements of natural 
person. According to Das, the direct and inevitable effect of the new 
GATT/WTO dispensation would be to adversely affect the right to livelihood, 
the right of farmers, the right of health and cheap medicine and entail a loss of 
economic sovereignty and a threat of federalism. 
Kainth Gursharan Singh (1996) explained that changing economic 
scenario during the structural adjustment programme coupled with the signing 
of the GATT accord demanded a fresh look into the policy framework for 
agriculture. The exports of agricultural commodities are gaining strength due to 
its inherent advantage coupled with the pro-liberalization and post UR 
scenario. The long term objective of GATT accord on Agriculture is to 
establish the fair and market oriented agricultural trading system by initiating a 
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reform process through negotiations, commitment on support and protection 
and establishment of strengthen and more operational effective GATT rules 
and discipline. 
Bernard M. Hookman and Michel M. Kostecki (1995) examined the 
economic and political base of the WTO as an institution and as a set of rules. 
The WTO represents a major extension of multilateral rules and disciplines 
both in the merchandise trade that has been uncovered in prior agreements, 
such as agriculture, textile, and the new areas of services and intellectual 
property rights. By extending the effectiveness and scope of multilateral 
dispute settlement, it also bears real promise for promoting efficiency and 
transparency. The agreement also set the stage for subsequent accord on 
information, technologies and financial services. 
Ashok Gulati, Rajesh Mehta and Sudha Narayan (1999) examined the 
condition of Indian agriculture in a globalizing world. According to them the 
Agreement on Agriculture (AoA), one of the major agreements signed in 
Marrakesh under the Uruguay Round in April 1994, has three basic classes, 
market access (tariffication), domestic support and export subsidies. As far as 
agriculture is concern the authors reviewed India's status with regarding to 
each one of these and also attempted to compare it with what was happening in 
the rest of the world, especially how the developed countries were adjusting 
their agriculture policies to make them compatible with the provision of AoA. 
In the light of this analysis, they delineated the broad contours of an agenda for 
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Indian negotiators in the Seattle round with respect to three clauses, keeping 
India's interest in mind. 
T.N. Srinivasan (2000), has provided a succinct account of how the 
present WTO has emerged from the inception of the idea in the early 1940s to 
form an international trade organization along with the lines of the 
International Monetary Fund and the World Bank. The specific focus of the 
book is not so much on the history of the WTO but the role of the developing 
countries in the emerging multilateral trading system, and that should be a 
considerable interest to all of us in India. 
Srinivasan gives enough indication to show how right from the 
beginning, the dice was loaded in favour of the rich and more powerfiil nations 
of the world, as he says, the negotiation history of the Uruguay Round 
illustrates the dynamics of the interest and concerns of individual countries 
(and group tied together in regional trade agreements such as the EU) involves 
as well as successful pursuit of ... power oriented approach by the major 
trading partners. The rich nations know how important they are for the very 
survival of the WTO and naturally they would not tolerate anything that would 
hurt their own interest. 
On top of the single minded approach of the rich and powerful nations 
to get the best out of the negotiation, was the pusillanimity and gullibility - if 
not the culpability of the negotiators representing the weaker and poor nations. 
In general, the system as it exists is nothing to give comfort to poor nations. It 
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is now more or less public knowledge that at least Indian case, our negotiators 
let Indian down badly when concluding many agreement's leading to the 
agreements of the WTO. 
He further goes on to argue that the developing countries should 
strengthen themselves economically to benefit by the multilateral trading 
arrangements. How does one do it? His answer is clear: liberalized foreign 
trade, unity of exchange rate and achieve IMF's Article VIII convertibility 
status at the earliest and remove restrictions on foreign investment. 
Ashok Gulati and Anwarul Hoda (2000) viewed that there is 
perception in certain political and scientific circles that India has committed a 
blunder by agreeing to put agriculture under the World Trade Organisation 
(WTO) rules of the game. The argument is that India should not have agreed to 
remove quantitative restrictions on imports of agriculture products, as imports 
of any agriculture products poses a threat to the food security of the country, 
and implies importing unemployment into the country. 
They have given the answer to the question as to whether it was a 
mistake to get agriculture under the WTO rules of the game ? They considered 
it as a major contribution of the Uruguay Round Agreement (URA) to bring 
agriculture in its fold, for there is now a chance to rein in the massive 
distortions that plagued world agriculture for at least half a century. 
They pointed out that earlier seven round of the GATT since 1947 
failed to bring agriculture under any discipline. It was only the URA that 
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agriculture with much difficulty, could be brought under the GATT/WTO 
rules. Of course, the agreement on agriculture has not yet rid the system of 
unfakness. One of the reason for this was that at the negotiations, our 
preoccupation was not removing distortion in world agriculture but with 
retaining the maximum freedom for our own domestic policies. And we 
succeeded in obtaining this objective in ample measures. 
To what extent did India ensure that it would have enough flexibility 
in its position on Agreement on Agriculture (AoA)? In each of three well 
known pillar of the AOA, namely market access, domestic support and export 
subsidies, Indian negotiators played safe by following a strategy that gave them 
a comfortable margin on market access, India bound its agriculture tariff lines 
basically at three rates, 100 per cent for raw agriculture commodities, 150 per 
cent for processed products and 300 per cent for edible oils. These levels are 
surely way above what Indian agriculture would require for safeguarding its 
interests. On domestic support India was below the permissible limit of 10 per 
cent stipulated for developing countries in respect of both product specific and 
non product specific. In fact, its product specific support was a huge negative, 
meaning thereby that the domestic prices of most of its agriculture products 
were less than the corresponding import parity prices. So India was not 
required to reduce its domestic support. 
Both argued that India can and must play a role in setting world 
agriculture right in the current negotiations, only by active participation and 
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with the aid of sound proposals. India can help to eliminate the unfairness that 
remains. If India does homework well, and goes for the right coalitions in the 
negotiations, it is nothing to fear about its agriculture. In fact, there are good 
chances that it can have substantial gain for its agricultural markets that can 
help bring prosperity to its rural areas. 
What is it that India needs to do to achieve this? First, let it be known 
that it is not India but most of the developed countries that are distorting world 
agriculture. In 1999 alone, the total support to agriculture by member countries 
of the organization for economic cooperation and development was to the tune 
of 361 million. 
About 60 per cent of this support slipped through the net of the 
Aggregate Measures of Support (AMS) devised in the agreement for capturing 
trade distorting domestic support and securing reduction for the same. It is 
imperative for India to seek a major reduction by all members with more than 
diminish levels of support in the totality of trade distortion support in the 
current negotiations. 
India must also press for the elimination of export subsidies in all 
forms within a short time frame. These subsidies are doubly unfair as they kill 
potential exports by the more efficient producers to the third country markets. 
In market access, India needs to negotiate for abolition of all tariff rate quotas, 
together with putting a ceiling on the out of quota tariff as we will never use it 
due to mass poverty at home. 
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This is a bilateral agenda, which goes with the spirit of the WTOs 
main motto of free and fair trade and is in India's interest. Blaming the WTO 
for all the ills like the earlier suggestion of getting out of the WTO 
membership, reflects only frustration, lack of understanding and of confidence. 
The today's world India can't afford to become completely isolated, and 
autarkic - a 'Robin Crusoe economy'. 
Aditya Mattoo and Arvmd Subramaniam (2000) felt that India should 
engage more actively in the multilateral trading system for four reasons. First, 
engagement would facilitate domestic reform and enhance access for India's 
exports. India is now at the critical juncture. It is an increasingly willing 
reformer, but confronted by opposition to reform domestically. At the same 
time market access in areas of major export interest remain impeded. 
Multilateral engagement pits these two elements against each other 
constructively. On the other hand domestic reform would be facilitated if the 
government could demonstrate that there were pay off in terms of increased 
access abroad. The gainers from the increased access be they exported of 
textile, software, professional services or other products, could represent a 
counter vailmg voice to groups that resist reform. On the other hand, the need 
to demonstrate external payoffs to secure greater openness at home makes 
India a credible bargainer and could help induce trading partners to open their 
own markets. 
Second, engagement can serve as a commitment to good policies. The 
experience of unconsfrained choice in Indian trade policy has not been salutary. 
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External commitments can foster good policies in two respects: providing 
guarantee against reversal of current policies and credibility and promising 
future reform. For instance, in recent years, India has reversed some of its tariff 
liberalization, which could have been presented by more meaningful tariff 
bindings. India also put to take advantage in sectors such as 
telecommunications to use multilateral commitments to lend credibility to 
future reform programmes. Such pre-commitments can help strike a balance 
between the reluctance to unleash competition immediately and the desire not 
to be hold hostage perpetuity to the weakness of domestic industry or to vested 
interest. 
Third, engagement can serve as a means of securing market access 
rights that have ah-eady been established. In a situation of asymmetric power, a 
rules based system protects, albeit imperfectly, the weaker party. The WTO 
disputes settlement system thus for has enabled developing countries to enforce 
their rights. While this experience affords some comfort, there is increasing 
concerned that the required elimination of quotas on textiles and clothing may 
not happen on time and be difficult to enforce. 
Fourth, multilateral engagement can serve as a bulmark against 
regionalism. The proliferation of regional agreements is having a serious if 
unrecognised impact on India's trade. A particular stark example relates to the 
potential trade diversion consequences of NAFTA. India has a strong interest in 
multilateral tariff reduction to neutralize this policy induced disadvantage. 
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Overall the value of multilateral engagement might be limited if 
prospects for securing increased market assess are deemed, and the failed 
Seattle negotiations high ten such negotiating pessimism. However, this 
pessimism needs to be credibly tested, by willingness on India's part open its 
market in return for improved assess success in this regard is not assured, but 
its changes can be improved if India were to dign itself with countries that 
press for soun open policies. 
V.R. Panchmukhi (2000) deals with four types of themes. In the first 
instance he has covered the broad issue that is the mainly positive aspects of 
the new trading system under WTO. According to him, the Uruguay Round of 
trade negotiations - the new rule based trading system with a new apex body, 
the World Trade Organisation, equipped with the authority of enforcing the 
commitment, rules and norms of discipline came into existence on Jan. 1,1995. 
Some of the positive achievement of the Uruguay Round trade negotiations, 
that have been incorporated in the Final Act and the WTO framework, need to 
be explicitly recognized. Over the past several years, many countries, which 
were vocal advocates of free trade and free play of market forces has been 
adopting many market intervention policies to serve their own national interest. 
He has given the example that, huge subsidies to the agriculture sector given to 
the farmers of European Union were indeed a source of distortion in agriculture 
trade. The multifibre agreement for trade in textile was another example of 
manage trade in an otherwise market based trading environment. The 
agreement on Agriculture as part of the WTO, had mandated phased reduction 
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of agriculture subsidies, even though some of the so called Green box 
measures, such as decoupled income support adopted in the USA and other 
countries have continued to retained the distortions in the market based trading 
environment of agriculture. Introduction of some norms in the adoption of 
sanitary and phytosanitary measures tightening of the discipline in the context 
of dumping and adoption of antidumping measures, induction of trade based 
environment of intellectual property rights, introduction of discipline in the 
context of trade related investment measures etc. are the example of some of 
the provisions made in the WTO system which could have positive effects on 
the world trading environment. 
As against the positive aspects of the WTO system highlighted above, 
he has also highlighted the negative aspects. According to Panchmukhi, it is not 
enough to give a longer period to the developing countries on the least 
developed countries to fall in line with the new trading system. Unfortunately, 
the new trading system seems to favour the relatively more powerful actors and 
leaves weaker segments of the world economy to fend for themselves in the 
emerging competitive globalized market based world economic environments. 
He also stated that the new trading system of WTO seems to give 
unduly greater emphasis to private sector and competition and fail to recognize 
the strategic role which the state has to play in promoting the right kind of 
development with emphasis on equity and social infrastructure. There is urgent 
need for the development economist to critically examine the philosophy of 
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development and the concept of development paradigm that underline the new 
trading system under WTO. It is interesting as well as puzzling to note that 
along with the explicit evolution of the new market based trading system, there 
has been a new surge for an innovative concept of development paradigm 
called 'Third Way', advocated and pursued by the topmost political leadership 
in the US, UK and Germany. Thus the critical evaluation of the implications of 
the new trading system requires some fundamental new thinking in 
development theory and welfare economies. 
Lastly, he has discussed some specific issues related to WTO and 
trading system. According to him the new trading system and WTO has been 
described as follows: 
1. One of the objectives of the several rounds negotiation is based on free 
trading environment for the movement of goods and services. The 
objective of free trade is based on the assumption of optimal global 
welfare. However, historically it has been observed that with every 
decline in tariff level on import, the varieties of non-tariff barriers have 
expanded and distortion in international trade have also increase. 
2. According to Panchmukhi free trade does not imply fair trade. So, the 
new trading system under WTO fail to recognize this adverse impact of 
liberalization of trade on the norms of fairness and as such the conflict 
between free trade and fair trade seems to continue under the new 
trading system. 
28 
3. He also point out that the asymmetric market access prevailed at the 
international level. Analysis of the past years since the establishment of 
the WTO in 1995, brings out that the pace and pattern of implementation 
by the different member countries have not been uniform. It appears that 
relatively more powerful players in the trade space have evolved many 
new instruments of safeguarding their national interest, while the weaker 
players have been forced to implement their commitments of 
liberalization. This has generated asymmetric in the pattern of effective 
market access in the different countries of the world economy. 
Ramesh Chand and Linnu Mathew Phillips (2001) explain the facts 
regarding the agriculture subsidies given by developed countries. His argument 
not only runs counter to distortion free trade but also ignores the variation in 
capacity and structural competition of the economies of developed and 
developing countries. Since agriculture constitute a very small part of the 
developed countries (between 2-4%), these countries provide high level of 
subsidies. Infact to subsidies agriculture to the extent of 50 per cent, developed 
countries have to spend only 1-2 per cent of their total GDP. As against this 
developing countries would require about 14 per cent of total GDP to match the 
support given by the developed countries. This shows that it is not possible for 
developing countries to offset the disadvantage of their agriculture, due to high 
level of subsidies given by the developed countries, by raising the level of 
support. 
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Romain Wacziarg (2003) examines the position of India in the world 
trading system. It considers three separate questions. First, how integrated is 
India in the world trade? What gains could India reap from further 
liberalization? Third, what are the best means to achieve greater trade 
openness? He argues that while India's trade barriers have fallen since external 
sector reforms started in the early 1990s, they remain high relative to most 
developing countries, in particular China. As a result, the volume and structure 
of trade in India have experienced a slower evolution away from quasi-autarkic 
patterns than in China. A survey of existing estimates of the effect of trade 
openness on economic growth and the quality of policy and governance 
suggest that India would have much to gain from ftirther integration into the 
World Trading System. Finally, the paper assesses the scope of liberation 
through unilateral, regional or multilateral trade negotiation. Finally, the paper 
assesses the scope for liberalization through unilateral, regional or multilateral 
means. The latter is both the most poUtically feasible path for further 
liberalization, and the most likely to deliver significant gains from trade. The 
extent to which India can shape upcoming multilateral negotiations, however, 
is unclear. 
Kyle Bagwell and Robert Staigner (2003) said that the world Trade 
Organisation and its predecessor the General Agreement on Tariff and trade, 
has been the source of much controversy in recent years. 
The author's logic is straight forward first; they define a static model in 
which there is unique non-cooperative equilibrium in commercial policy. They 
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demonstrated that this equilibrium has the characteristics of a prisoner's 
dilemma: individually rational choice of commercial policy by trade authority 
in each country generates a non-cooperative trading equilibrium characterized 
by positive protection in the trading countries. Second, they examine the 
principles of WTO agreement for evidence that the components necessary to 
replicate the posted cooperative equilibrium are observed in the trading system. 
Finally, they have concluded their analysis: 
• If the changes in the social or enviroimiental policy standards of other 
countries cause a change in the market access a country obtains under the 
trade agreement, the country has the right to compensation under the 
current agreement - no amendment to the WTO is necessary. 
• Within the theoretical general equilibrium model it could be in each 
country's individual self-interest to manipulate its social and 
environmental policies to reverse the concessions made in trade 
negotiations. The author calls this a race to the bottom. 
• As a practical matter, it will be difficult for the WTO, with its limited 
enforcement resources, to police standards in social and environmental 
policy. 
According to Panagariya (2005), it is true that the rich countries 
subsidies and protection seriously distort the world trading system and must 
therefore be eliminated, it is fallacious to argues that developed country 
agriculture subsidies and protection hurt the poorest developing countries most 
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and that developed country protection and subsidies constitute the principle 
barriers to the developing country exports. It is argued that the major 
beneficiaries of agricultural liberalization by developed countries will be the 
cairns group of countries and the status quo would be maintained for the 
poorest countries - the LDCs. The protection in terms of average applied tariff 
rates in developed countries is less than the developing countries. The poorest 
countries have duty firee access to the European Union market. As protection 
and subsidies by the developed countries depressed world prices, the LDCs 
benefits fi^om low prices in so far as they consume imported agricultural 
products. The expected rise in the world prices following agricultural reforms, 
is, thus, predicted to hurt the net food importing LDCs substantially. Panagaria 
assert that developed country trade policies are not prohibitive and market are 
sufficiently open. On the other hand, it is argues that internal policies with 
domestic policies reform can expand developing country exports. 
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CHAPTER - III 
WbHLD TOADIN6 SVSTEM: 
EVbLUnON AND PRESENT 
STATUS 
WORLD TRADING SYSTEM : EVOLUTION AND 
PRESENT STATUS 
3.1 INTRODUCTION: 
International trade is recognized as an important engine of growth for 
the world economy. But the expansion of trade requires a framework which 
facilitates exchange of goods and services among countries and sustains 
sound economic growth. It is therefore not surprising at all that the trading 
system has become a growing focal point for public expectations and 
concerns. Our objective in this chapter is to discuss briefly the evolution of 
the world trading system and its present status. 
As a background to this main theme the origin of GATT and its 
transformation into WTO is briefly reviewed in section 3.2. Section 3.3 
presents a bird's eye view of important fimctions, obligations and provisions 
of WTO. The principles of trading system under WTO is discussed in section 
3.4. The final section summarises the main conclusions of the present chapter. 
3.2 FROM GATT TO WTO: 
The foundations for the international trading system of the post-war 
years were laid at a conference in Bretton Woods in 1944. The motivating 
force behind this conference was the bitter experience of two world wars and 
the Great Depression of the late twenties and the early thirties. During these 
years the policy of free trade got replaced by strong protectionism. Each 
country tried to protect its own economy and to saddle other countries with 
the consequences of the economic crisis. As a result international trade 
spiraled downwards. Economic growth slackened in both rich countries and in 
developing coimtries. Investment flows to developing countries dried up. 
However, at the same time need for fair and free trade continued to be felt. 
Expansion of world trade was considered essential for achievement of the 
primary economic objectives of raising standard of living, promoting and 
maintaining high levels of employment and maximizing world income. There 
was a widely shared concern to create conditions that would facilitate world 
trade. Therefore, as the war ended the allied powers met in a conference at 
Bretton Woods in 1944 to prepare a framework for the operation of the world 
economy in the post-war years. The conference recommended setting up of 
International Monetary Fund (IMF) to deal with exchange rate and balance of 
payments problems; International Bank for Reconstruction and Development 
(IBRD), popularly called World Bank to deal with problems of reconstruction 
and development; and International Trade Organisation (ITO) to deal with 
problems of international trade. First two institutions were set up in 1945 but 
ITO could not take shape due to shift opposition by the USA. Instead, the 
U.S. and some other countries agreed to adopt as freaty obligations, a set of 
rules for conducting international trade among themselves. This treaty was 
called the General Agreement on Tariffs and Trade (GATT). The GATT was 
signed in 1947 at Geneva by 23 countries including India and become 
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effective from January 1, 1948. Important principles underlying GATT 
included: 
• Government should refrain from interference in international trade. They 
may only impose tariffs on imports. 
• Quantitative restrictions and trade barriers are permitted under only 
specified conditions. 
• Reciprocity : tariff reductions have to be reciprocal. 
• Non-discrimination: trade advantage granted to one country have to be 
granted to all other countries. This is referred to as the 'most-favoured 
nation (MFN) clause'. 
The GATT attempted to liberalise trade among member nations by 
sponsoring a series of negotiations or rounds. Between 1947 and 1979 the 
seven major trade negotiations that took place included : 
The Geneva Round (Switzerland, 1947); Anney Round (France, 1949); 
Torquay Round (England, 1951), Geneva Round (Switzerland, 1956); Dillon 
Round (Switzerland, 1960-62); Kennedy Round (Switzerland, 1964-67) and 
Tokyo Round (Japan 1973-79). 
In Geneva Round (1947), no schedules were established for tariff 
concessions. In the Torquay Round (1951), tariffs were reduced by 25% in 
relation to the 1948 levels. Tariff concessions on a product-wise basis 
continued to be made in each successive Round.' 
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The first five Rounds focused only on cuts in tariffs of goods, but the 
sixth round also discussed non-tariff barriers to international trade. However, 
the results remained largely limited to the exchange of tariff concessions only. 
The seventh round of negotiations popularly known as the Tokyo Round 
attached more importance to non-tariff barriers (NBTs) and established code 
on subsidies and countervailing duties, technical barriers to trade, import 
licencing procedures, government procurement, customs valuation and 
separate agreements on diary products, bovine meat and civil aircraft. 
Over the years, the GATT achieved remarkable success in reducing 
tariffs all around the globe especially in the developed countries. This resulted 
in an unprecedented expansion in world trade surpassing the rate of growth of 
world output. But despite these achievements, grievances agamst the working 
of the GATT appeared in the early 1980s. Its credibility and effectiveness 
were questioned on grounds of its limited success in eliminating NTBs to 
international trade and ignoring trade in agricultural goods, textiles and 
clothing and services. Its weak institutional structure and defective dispute 
settlement system were also questioned. 
These weaknesses in the GATT system led to a fresh round of trade 
negotiations, the eighth in the series - under the aegies of the GATT at Punta 
del Este in Uruguay in 1986. The principal objective of this round, popularly 
known as the Uruguay Round (UR) was "to halt and reverse protectionism 
and to reverse distortions in trade". 
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The Uruguay Round (UR) contained the mandate to have negotiations in 15 
areas .^ 
The GATT system 
GATT articles 
Tariffs 
Non-tariff barriers 
Anti-dumping 
Subsidies 
Intellectual property rights 
Investment measures 
Dispute settlement 
Services 
Natural resources products 
Textile and clothing 
Agriculture 
Tropical products 
Tokyo Round Codes 
The Uruguay Round of trade negotiations concluded in 1994 and 
differed from all previous Rounds of trade negotiations under the GATT in 
several ways. First, this was the only Round of trade negotiations in which the 
developing countries did not perceive any interest of their own at least till 
recently. Secondly, this was the first GATT negotiations in which the target 
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was, apart from seeking the liberalization of agriculture of the European 
Community, the markets of a dozen or some more developed among 
developing countries. Finally, this was also the first GATT negotiation whose 
scope covered areas not within the jurisdiction of GATT.^  
The essentiality features of the round may be summarized as under: 
(i) Industrial Tariff Reductions: 
Participating countries agreed to cut tariff on miports between 30 to 40 
per cent on an average. World's major trading countries also agreed to scrap 
import duties in a number of areas such as pharmaceuticals, construction 
equipment, furniture, beer, wood, paper and toys. India offered a trade 
weighted average cut of around 50 per cent on its tariffs on raw materials, 
intermediates and capital goods. 
(ii) Trade Related Intellectual Property Rights (TRIPs): 
This was the first time that TRIPs were brought by industrialized 
countries like USA and E.U. under negotiation against the wishes of 
developing countries including India. TRIPs provide for 10 year transitional 
period for induction of patents in drugs, chemicals, food products and seeds. 
However, the efforts made under the Uruguay Round to make such protection 
more stringent under the TRIPs agreement is bound to favour a handful 
developed countries. This is due to the reason that just 10 countries account 
for the bulk of all technological activity in the world. The top 10 countries 
account for as much as 84 per cent of global resources spend on R & D 
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activity, annually they control 94 per cent of the technological output in tenns 
of patents taken out in the USA, and receive 91 per cent of global cross-
border royalties and technology licence fees."* 
(iii) Trade related Investment Measures (TREVls): 
The text on TRIMs in the Draft Final Act is elaborated in Article III 
and XI of the GATT. Article in is on national treatment and Article XI deals 
with the general elimination of quantitative restrictions. The main provisions 
provided in the TRIMs text ensure that Government shall not discriminate 
against foreign capital. In other words, the TRIMs text compels member 
countries to give national treatment to foreign capital. The main features of 
TRIMs text are: 
(i) All restriction on foreign capital/investors/companies should be 
scraped, 
(ii) The foreign investors shall be given the same rights in the matter of 
investment as a national investor, 
(iii) No restriction will be imposed on any area of investment, 
(iv) Nor will there be any limitation on the extent of foreign investment -
even 100 per cent foreign equity will be permitted, 
(v) Imports of raw material and components will be allowed freely, 
(vi) Foreign investors will not be obliged to use local products and 
materials, 
(vii) Export of part of the output will no longer be mandatory. 
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(viii) Restriction on repatriation of dividend interest and royalty will be 
eliminated, 
(ix) There will be a complete exclusion of provisions like phased 
manufacturing programme which is intended to increase the 
indigenous content in manufacture/ 
(iv) General Agreement on Trade in Services (GATS): 
The services sector includes services like banking, insurance, 
telecommunication and shipping etc. The agreement covers all internationally 
traded services. Prior to the UR, only trade in goods was regulated by 
international convention. There were no universal rules of disciplines for 
trade in services. In the UR developed nations insisted for the inclusion of 
trade in services on the ground that the opening up of trade in services is an 
important requirement for globalisation and development of world trade. The 
major provisions of the Dunkel Draft on services are: 
(i) Free trade should also be extended to include services. 
(ii) The service providers should be given the right of establishment 
temporary or long-term in the countries where the services are to be 
provided. 
(iii) National government must give equal treatment both to the National 
and foreign firms. 
(iv) If a country does not provide such equal treatment to external 
enterprises it should be construed as a deliberate distortion of "free 
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trade" by that country. The country which finds itself adversely 
affected by such a distortion would then have a right to retaliate against 
the offending country. 
(v) Since services trade is to be incorporated into the GATT framework, 
the offending country could be subjected not only to direct retaliation 
but also to cross retaliation. This means that the retaliation can be 
imposed not only in the specific area in which the offending distortion 
trade has taken place, but also in any other areas, for instance, even in 
trade in goods exported by offending country.^  
GATS is the first set of International rule for the international trade in 
services. India has been signatory to the agreement since its entry into force in 
1995. GATS sets out a framework of legally binding rules governing the 
conduct of world frade in services. It is supported by a number of schedules of 
specific commitments undertaken by a individual WTO members. These 
commitments bind members not to infroduce more restrictive rules, which 
could have an adverse effect in trade. India made initial commitment at the 
time of entry of GATS into force. 
The GATS defines trade in services (Article 1) to include four mode of 
supply: 
• Cross-border supply (mode-1) - Services supplied from the territory of 
one member into the territory of another. An example is software 
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services supplied by a supplier in one country through mail or 
electronic means to consumer in another country. 
• Consumer abroad (mode 2): Services supplied in the country of one 
member to the consumer of another. Examples are tourism or 
education services consumed in another country (for example, 
consumer traveling for tourism medical treatment, to attend 
educational establishment). 
• Commercial presence (Mode 3): Services supplied by one member 
through commercial presence in the territory of another. An example is 
an Insurance Company owned by citizens of one country establishing a 
branch in another country to provide services. 
• Presence of Natural Persons (Mode 4) : Services supplied by nationals 
of the member in the territory of another. Example are a doctor of one 
country supplying through his physical presence services in another 
country, or the services supplied by an on-site engineer. 
The mode of supply of particular interest to India and other developing 
countries is mode 4 that is the movement of natural persons. India in 
particular, has a large pool of well qualified professionals in the services 
sector like computer and related services, education services, audiovisual 
services, accountancy services, architectural services, construction and 
engineering services, health services and consultancy services. India has fairly 
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large comparative advantage over other member countries with regard to 
supply of professional services in these services sector^ 
(v) Agreement on Agriculture (AoA): 
The UR Agreement on Agriculture brought discipline and fair 
competition in this sector by removing distortions. Prior to the UR, the agro-
sector received heavy amount of domestic support of various kinds in the 
developed countries. This support made the imports into the domestic market 
highly uncompetitive. Apart from the domestic support export subsidies were 
given to agro-products, which artificially pulled down the agro prices in the 
international market. This, in turn, made the agro-exports not getting export 
subsidies uncompetitive in the international market. The UR agreement on 
agriculture put agriculture and agricultural trade on a more predictable basis. 
It required conversion of all NTBs into an equivalent simple tariffs, binding 
of the tariff rates and then a progressive reduction in tariffs under a time 
bound programme. The domestic support to agriculture was quantified 
through a measure called the Aggregate Measure of Support (AMS) and if a 
country's AMS exceeded the de-minimise level, the country was committed 
to reduce domestic support. Similarly export subsidies were to be limited in 
several ways. 
(vi) Agreement on Textile and Clothing (ATC): 
The ATC under the UR also brought textile trade into the main stream 
of international trade rules. Prior to the agreement, trade in textiles was 
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governed by Multi-Fibre Agreement (MFA) under which industrialized 
countries established quotas on imports of textile and clothing jBrom the 
competitive developing countries through bilateral agreement or even 
unilateral actions. The quotas conflicted with the GATT's general preference 
for customs tariffs and non-discrimination and limited exports from 
developing to developed countries. The UR agreement on textiles and 
clothing called for phasing out of MFA over a period of ten years ending on 
December 31,2004. 
(viii) Establishment of WTO: 
The conclusion of the UR led to the establishment of a new and unique 
international institution called the World Trade Organisation (WTO) on 
January 1, 1995 equipped with the authority of enforcing the UR agreements. 
The WTO replaced GATT and has a very different character. The difference 
between GATT and WTO may be briefly summarized as under : 
GATT 
A set of rules with no institutional 
foundations 
Applied on a provisional basis. 
Applied to Merchandise Goods 
By 1980 many new agreement of the 
plurilateral nature came. 
Loose dispute Settlement system 
WTO 
A permanent institution 
Commitments are fiiU and permanent. 
Applied to Services and Intellectual 
Property also. 
Single Undertaking (Exception Two) 
Improved Dispute Settlement System 
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3.3 WTO: FUNCTIONS, PRINCIPLES AND SCOPE : 
The main function of the WTO is the creation of code of conduct for 
member government. The following functions of the WTO is set out in 
Article III.* 
First, the WTO shall facilitate the implementation, administration and 
operation, and further the objectives of this agreement and the multilateral 
agreements, and shall also provide the jframework for implementation, 
administration and operation of the plurilateral trade agreements. 
Second, the WTO shall provide forum for negotiation for its members 
conceming their multilateral trade relation in matter dealt with under the 
agreements in the Armxes to this agreements. 
Third, the WTO shall administer the imderstanding on rules and 
procedures governing the settlement of disputes. 
Fourth, the WTO shall administered the trade policy reviewed 
mechanism. 
Fifth, with the view of achieving greater coherence in global economic 
policy making the world trade oragnisation shall cooperate as appropriate 
with the International Monetary Fund and with the International Bank for 
Reconstruction and Development and its affiliated agencies. 
A large part of the WTO's budget and personal resources (including 
both delegates from the member countries and employee in the secretariat) are 
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used to ensure that the WTO various agreements are implemented in 
accordance with the wording and objectives of the agreements. This is a 
continuous process that is performed in the WTO's various councils and 
committees. This extensive collective review and surveillance activity is 
important in order to achieve transparency that is necessary in order for 
member countries to have the confidence that the agreements are being 
adhered to minor deviations can also be corrected without it the need to resort 
to legal measures. 
3.4 BASIC PREVCIPLES OF TRADmC SYSTEM UNDER WTO: 
The WTO agreements are lengthy and complex because they are legal 
texts covering a wide rage of activities. They deal with: Agriculture, Textile 
and Clothing, Banking and Telecommunications, Govt. Purchases, Industrial 
standard, Food Sanitation regulations. Intellectual property and much more. 
But a number of simple, fundamental principles run throughout all of these 
documents. These principles are the foundation of the multilateral trading 
system. The five principles are of particular importance in understanding both 
the pre-1994 GATT and WTO. 
(i) Non-discrimination or Trade without discrimination 
(ii) Reciprocity 
(iii) Enforceable Commitments 
(iv) Transparency 
(v) Fair competition^ 
49 
(i) Trade without Discrimmation: 
Under the WTO agreements, countries cannot discriminate between 
their trading partners. Non-discrimination has two major components: the 
most favoured nation (MFN) principles and National treatment principles. 
Under the former, no discrimination is to be exercised among member 
countries: any trade concession offered by one member to another must be 
offered to all members.*" 
The MFN rule requires that a product made in one member country 
be treated no less favorably than a "like" (very similar) good that originates in 
any other country. Thus, if the best treatment granted a trading partner 
supplying a specific product is 5 percent tariff, this rule must be applied 
immediately and unconditionally in WTO members. Further, MFN means that 
every time country lowers a trade barrier or open up a market, it has to do so 
for the same goods or services from all its trading partners whether rich or 
poor, weak or strong. 
National treatment requires that foreign goods, ones they have 
satisfied whatever border measures are applied, be treated no less favourably, 
in terms of internal (indirect) taxation than like or directly competitive 
domestic produced goods. That is, good of foreign origin circulating in the 
country must be subject to taxes, charges and regulations that are "no less 
favorable" than those that apply to similar goods of domestic origin. Further, 
under the national treatment imported products and domestic products are to 
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be accorded the same treatment; moreover, besides import duly no extra tax 
other than ones also levied on domestic product is to be imposed.** 
The MFN rules apply unconditionally. Although exceptions are made 
for the formation of free trade areas, customs union and preferential treatment 
of developing countries. MFN is the basic pillar of the WTO. One reason for 
this is economic: if policy does not discriminate between foreign suppliers, 
importers and consumers will have an incentive to use the lowest cost foreign 
supplied. MFN also provides smaller countries with a guarantee that larger 
countries will not oqiloit their market power by raising tariffs against them in 
periods when times are bad and domestic industries are clamoring for 
protection or alternatively, give specific countries preferential treatment for 
foreign policy reasons. Finally, MFN reduces negotiating costs: Once a 
negotiation has been concluded with a country, the result extended to all. 
Other countries do not need to negotiate to obtain similar treatment; instead 
negotiations can be limited to principal suppliers. 
(ii) Reciprocity: 
Reciprocity is a fundamental element of the negotiating process. 
Lowering trade business is one of the most obvious means of encouraging 
trade. The barriers concerned include custom duties (or tariffs) and measures 
such as import ban quotes that restrict quantities selectively. From time to 
time other issues such as red tape and exchange rate policies have also been 
discussed. 
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But by the 1980s, the negotiations had expanded to cover non-tariff 
barriers on goods to the new area such as services and intellectual property 
rights. Opening market can be beneficial but it also requires adjustment. The 
WTO agreements allow country to introduce changes gradually, through 
"progressive liberalization" Developing countries are gradually given longer 
time to fulfill their obligations. 
(iii) Binding and Enforceable Commitments: 
Some promising not to raise a trade barriers can be as important as 
lowering one because the promise gives business as a clear view of their 
future opportunities with stability and predictability. Investment is 
encouraged, jobs are created and consumers can fully enjoy the benefits of 
competition - choice and lower prices. The multilateral trading system is an 
attempt by govt, to make the business environment stable and predictable. 
In the WTO, when countries agree to open then: markets for goods and 
services, they 'bind' their commitments. These bindings amount to ceiling on 
customs tariff rates. Sometimes countries tax imports at rates lower than the 
bound rates. Frequently this is the case in developing countries. In developing 
countries the rates actually charged and the bound rates tend to be the same. 
A country can change its binding, but only after negotiations with its 
trading partners, which could mean compensating them for loss of trade. One 
of the achievements of the Uruguay Round of multilateral trade talks was to 
increase the amount of trade under binding commitments. In agriculture 100 
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per cent of the products have bound tariff. The results of all this: a 
substantially higher degree of market security for traders and investors. 
(iv) Transparency: 
Many WTO agreements require governments to disclose their policies 
and practice publicly within the country or by notifying the WTO. The regular 
surveillance on national trade policies through the trade policy Review 
Mechanism provides a further means of encouraging transparency both 
domestically and at multilateral level. Transparency is the basic pillar of 
WTO, and it is a legal obligation, embodied an Article X of the GATT and 
Article III of the GATS.'^  
Transparency has a number of important benefits. It reduces the 
pressure on the dispute settlement system, as measures can be discussed in the 
appropriate WTO body. Frequently, such discussions can address perceptions 
by a member that a specific policy violates the WTO; many potential disputes 
are diffused in informal meetings in Geneva. Transparency is also vital for 
ensuring "ownership" of the WTO as an institution - if citizens do not know 
what the organization does, its legitimacy will be eroded. The trade policy 
reviews are the unique source of information that can be used by civil society 
to access the implications of the overall trade policies that are pursued by 
their government. For an economic prospective, transparency can also help to 
reduce uncertainty related to trade policy. Such uncertainty is associated with 
lower investment and growth rates and with a shift in resources towards non-
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tradable mechanism to improve transparency can help lower perceptions of 
risk by reducing uncertainty. WTO membership itself, with the associated 
commitments on trade policies that are subject to binding dispute settlement, 
can also have this effect. 
(v) Fair Competition: 
The WTO is sometime described as a "free trade institution", but that 
is not entirely accurate. The system does allow tariffs and in limited 
circumstances, other forms of protection. More accurately, it is a system of 
rule, decided to open fair and undistorted competition. 
The rules on non-discrimination, MFN and national treatment, are 
designed to secure fair condition of trade. So too are those on dumping 
(exporting at low cost to gain market share) and subsidies. The issues are 
complex and the rules try to established what is fair and unfair, and how 
governments can respond, in particular by charging additional import duties 
calculated to compensate for damage caused by unfair trade. 
Many of the other WTO agreements aim to support fair competition: 
in agriculture, intellectual property, services, etc. The agreement on 
government procurement (a "plurilateral" agreement because it is signed by 
only a few WTO members) extends competition rules to purchases by 
thousands of government agencies in many countries and so on. 
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3.5 CONLUDING REMARKS: 
The foregoing analysis leads to the following gen^aLconcIusion§>^ 
(a) International trade is an important means of growth in the world 
economy. However, the expansion of international trade requires a 
fair and free world trade practices. For this reason the trading system 
has become a growing focal point for public expectations and 
concerns. 
(b) The world trading system over the period has evolved from conflict 
and autarky during two world wars and the Great Depression of the 
late twenties and the early thirties to that of rule based and non-
discriminately practices following the UR of trade negotiations. 
Under the new system every member nation is expected to participate 
effectively in international trade and gain from it. 
55 
References: 
1. Sharma, Devinder (1955), GATT to WTO: Seeds of Despair, Konark 
Publication, New Delhi, pp. 14-20. 
2. http://www.wto.org.com 
3. Dubey Muchhund, (1992), "Uruguay Round, GATT, Dunkel India", 
World Focus, New Delhi, Vol. 13, No. 16, pp.3-5. 
4. Kumar, Nagesh (2003), "Intellectual Property Rights, Technology and 
Economic Development", Economic and Political Weekly, Mumbai, 
January 18, p.210. 
5. Dutt Ruddar, Sundaram K.P.M. (2005), Indian Economy, S. Chand and 
Company Ltd., New Delhi, p.813. 
6. M. Dubey, (1994), "Services: Invitation to Multinational Monopoly", 
in Banwari Lai Sharma (ed.), 'Dunkel Agreement: a Constitution of 
India Slavery', Allahabad, Azadi Bacheo Andolan Publication, pp.42-
46. 
7. Sharma, Dinesh Kumar and Hassan Masood (2007), "WTO, GATS 
and India: Destination or Cross-Road in Anil Kumar and Nageshar 
Sharma (ed.), 'WTO and India", Deep and Deep Publication, New 
Delhi. 
8. www.WTO.org 
9. Bernard Hoekman (2005), Development, Trade and WTO, Atlantic 
Publisher and Distributor, New Delhi. 
10. Chadha, G.K. (2003), India and WTO: Some Suggestions for Internal 
Corrections and External Initiatives, Deep and Deep Publication, New 
Delhi, p. 24. 
11. Ibid. 
12. World Trade and Development Report (2005), op.cit. 
56 
CHAPTER - IV 
D£V^0PIN6 COUNTOI£S IN 
TH£ £MER6IN6 WdELD 
TRADING SYSTEM 
DEVELOPING COUNTRIES IN THE EMERGING 
WORLD TRADING SYSTEM 
4.1 INTRODUCTION: 
We have noted in the preceding chapter that the world trading system 
since the establishment of GATT in 1947 has undergone substantial reform. Its 
present status under the WTO seeks to establish a 'new market-based' trading 
system. Many new areas such as agriculture, textiles, IPRs, TRIMs and 
services have been included under the WTO provisions. The scope of 
liberalization has been widened by including NTBs alongwith tariffs and many 
new norms and disciplines such as sanitary and phytosanitary measures, anti-
dumping measures, dispute settlement procedures, safeguard measures etc., 
with a view to ensuring liberalized effective market access and rule-based 
trade. The WTO, is empowered with the authority of enforcing the 
commitments, rules and norms of discipline governing international trade. The 
fundamental principles of the trading system is to help trade flow as freely as 
possible, on the one hand, and deal with disputes over trade issues on the other. 
The system attempts at improving predictability and stability by 
discouraging the use of quotas and other measures to set limits on quantities of 
imports. Another most appealing aspect is that the new multilateral trade 
regime would be transparent and non-discriminatory. For the world trading 
community as a whole, every initiative on trade liberalization should ensure 
rewards in the form of large and expanding markets and greater trade flows for 
all participating members/ Many WTO agreements require government to 
disclose their policies and practices publicly within the country or by notifying 
the WTO. The regular surveillance of national trade policies through the Trade 
Policy Review Mechanism (TPRM) provides a further means of encouraging 
transparency both domestically and at the multilateral level. 
All these developments in the world trading system are expected to have 
profound influence on developing countries trade performance. With this 
background our objective in this chapter is to examine how far the world 
trading system is responsive to the development needs of the developing 
countries. To develop this main theme, the importance of international trade 
and the trading system in developing countries is discussed in section 4.2. This 
is followed by a brief description of some of the asymmetric in the present 
trading system that affect the development process in developing countries 
adversely in section 4.3. Section 4.4 deals with the trade performance of 
developing countries in the post-WTO era. In section 4.5 a development 
agenda for the developing countries is proposed. The last section gives 
conclusion. 
4.2 ADVANTAGES OF TRADE AND TRADING SYSTEM FOR 
DEVLEOPING COUNTRIES 
Trade is important to developing countries for four reasons. First, it is 
frequently the primary means of realizing the benefit of globalization. 
Countries win when they gain market access for their export and new 
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technology through international transfers, and when heighten competitive 
pressure improves the allocation of resources. The rising share of exports and 
imports in gross domestic product attests to growing exposure to international 
trade. 
Second, the continuous reallocation of manufacturing activities from 
industrial to developing countries offers ample opportunities to expand trade 
not only in goods, but also in services, which are becoming increasingly 
tradable. In a few decades global trade m services may well exceed that in 
goods. 
Third, trade is intertwined with another element of globalization: the 
spread of international production networks. These networks break up 
sequential production process which traditionally have been organized in one 
location, and spread them across national boarders. This dynamic will result in 
further geographic dispersion of production and increased trade among cities, 
regions, and countries. Increasingly, the fortunes of the new production venues 
are bound together by trade. 
Fourth, the growth of trade is firmly buttressed by international 
institutions of long standing. The World Trade Organisation, built on the 
legacy of the General Agreement on Tariffs and Trade is the latest step in 
creating a commercial environment more conductive to the multilateral 
exchange of goods and services. 
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The trading system that is rule based helps in the expansion of trade for 
developing countries. Particularly important are negotiations that lead to 
agreement by consensus and focus on abiding by rules. 
The trading system allows disputes to be handled constructively. Before 
the World War II that option was not available. After the war, the world's 
community of trading nations negotiates trade rules which are now entrusted to 
the WTO. Those rules include an obligation for members to bring their disputes 
to the WTO and not to act. Unilaterally, when they bring disputes to the WTO, 
the WTO procedure focuses their attention on the rules. Around 300 disputes 
have been brought to the WTO since it was set up in 1995.^  The WTO system 
helps resolve these dispute peaceftiUy and constructively. 
The another advantage of the world trading system based on the rules 
rather than power is that it makes life easier for all. Decisions in the WTO are 
made by consensus. The WTO agreements are negotiated by all members, 
approved by consensus and ratified by all members of parliaments. The 
agreements apply to every one rich and poor countries alike. They have an 
equal right to challenge each other in the WTO dispute settlement procedures. 
This makes life easier for all, in several different way. Smaller countries can 
enjoy some increased bargaining power without a multilateral regime such as 
the WTO's system, the more powerful countries would be fireer to impose their 
will unilaterally on their smaller trading partners. Smaller countries would have 
to deal with each of the major economic powers individually, and would be 
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much less able to resist unwanted pressure. In addition, smaller countries can 
perform more effectively if they make use of the opportunities to form alliances 
and to pool resources. 
The WTO's global system lowers trade barriers through negotiations 
and applies the principle of non-discrimination. This results in reduced cost of 
production and reduced prices of finished goods and services and ultimately a 
lower cost of living. 
Trade allows a division of labour between countries. It allows resources 
to be used more appropriately and effectively to production. But the WTO 
trading system offers more than that it helps to increase efficiency and to cut 
costs even more because of important principles enshrined in the system. 
It promotes trade liberalization which benefits economies in different 
ways. Fu-st, when tariffs are lowered the relative prices change, resources are 
reallocated to production activities that raise national incomes. The tariffs 
reductions implemented after the Uruguay Round (UR) is estimated to have 
raised national income by 0.3-0.4 per cent.'* Second, much larger benefits 
accrue in the long-run as economies adjust to technological innovations, new 
production structures and new patterns of competition. These gains will 
continue to be an important in the future as they have been in the past. 
Trade liberalization has other powerful. It strongly influences the way 
firms perform. The evidence of its effects on domestic enterprises highlights 
the benefits of developing economies and gain fi*om access to world markets. 
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Policy that makes an economy open to trade and investment with the 
rest of the world are needed for sustained economic growth. The evidence on 
this is clear. No country in recent decades has achieved economic success, in 
terms of substantial increase in living standards of its people, without being 
open to the rest of the world. In contrast trade openmg has been an important 
element in the economic success of East Asia, where the average import tariffs 
has been fallen from 30 to 10% over the past 20 years. 
• There is a considerable evidence that more outward-oriented countries 
tend consistently to grow faster than ones that are inward looking.^  
• Trade liberalization can permanently raise the productivity of firms by 
providing access to up-to-date capital equipment and high quality 
intermediate inputs at relatively low prices. Some firms in the Republic 
of Korea and Taiwan (China), for instance raised productivity by 
diversifying their use of intermediate inputs.^  
• New jobs are created for unskilled workers, raising them into the middle 
class. Overall inequalities among the countries has been on the decline 
since 1990, reflecting more rapid economic growth in developing 
countries, as a result of trade liberalization. 
Second, trade liberalization can set off a chain of events that 
concentrates economic activity in a city or region. When costs fall as output 
rises, business has an incentive to locate production activities in a few 
locations, laying the groundwork for "agglomerations" of economic activity. 
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As demand from overseas purchasers boost output in these locations average 
costs fall and profit rise. The rising profits attract new firms that produce 
similar goods and thus provide a new source of agglomeration. The increase in 
final goods producers then encourages the entry of new intermediate inputs, 
producer's with products (such as non-tradable services) tailored specifically to 
the needs of final goods produces. The new inputs make the production of final 
goods yet more efficient, lowering costs and raising quality (and possibly 
revenues). Final goods production become still more profitable, attractmg more 
producers. The cycle continues until it is curtailed by congestion that is when 
output grows faster than the capacity of local infirastructure. These 
commutative process lead to the higher productivity that characterizes urban 
areas. 
Thus trade liberalization opens foreign markets, expands the demand for 
domestic firms goods and enable them to serve a large market and realize gains 
from economies of scale.* Trade liberalization make available a range of inputs 
at lower prices by lowering cost of production. Liberalization may also 
introduce more competition from foreign firms to the domestic economy which 
may result in improvement in the efficiency of local firms. Finally, trade 
liberalization, through various channels, affect the rate of economic growth. 
The Uruguay Round of trade negotiation predicts that under the new 
liberalized world frading system, world trade would expand and developing 
countries would be benefited. But, due to the various unforeseen 
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circumstances, freeing of world trade through reduction in tariff levels has not 
led to expected increase in the world trade and as such developing countries 
have been left struggling for expanding their trade in volume and value terms. 
The WTO system calls for the member countries to lower their trade 
barriers and to allow trade to flow more freely. It provides the forum for 
negotiating liberalization. It also provides the rules for how liberalization can 
take place. The rules written into agreement allow barriers to be lowered 
gradually so that domestic producers can adjust. They spell out when and how 
government can protect their domestic products, for example, from imports that 
are considered to have unfairly low prices because of subsidies or antidumping. 
This new trade system under WTO fails to recognize this adverse impact of 
liberalization of trade on the norms of fairness and such the conflict between 
free frade and fair trade seems to continue under the new trading system.' 
The standard argument in favour of trade liberalization is that it 
improves the average efficiency in a country. Import from foreign producers 
may destroy some inefficient local industries, but competitive local industries 
are supposed to be able to absorb the shock as they expand their export to 
foreign market. In this way trade liberalization is supposed to allow resources 
to be deployed from low productivity protected sector into high productivity 
export sector. But that arguments assume that resources will be fiilly employed 
in the first place, whereas in most developing countries unemployment is 
persistently high. One does not need to redeploy resources to put more 
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resources into the export sector, one simply need to employ hitherto unused 
resources. In practice trade liberalization often harms competiting local import 
industries, while local importers may not automatically have the necessary 
supply capacity to expand. So, liberalization often seems to result in labour 
temporarily going fi-om low productivity protected sector to zero productivity 
unemployment. Unfortunately most of the models which attempt to address 
question of welfare, gain from trade liberalization assimie fiiU employment and 
therefore provide no answer to this key questions: the impact of liberalization 
in economies with underemployed resources. But the issue of unemployment is 
not just a theoretical problem. Concern that trade liberalization will lead to 
increase unemployment is perhaps the most important source to oppose 
liberalization. 
Trade liberalization will also affect inequality. Opening up to trade does 
not make every one in a country better off. Instead it changes the distribution of 
income and create winner and loosers. The standard economic arguments is 
that the net gain from trade liberalization are positive so the gainer can 
compensate the loser and leave the country better off overall. Inequalities in the 
world economic order, which constitute the important sources for the 
frustration of development in some part of the world, would continue to 
hamper the process of economic transformation aimed at improving the welfare 
of the people in all parts of the world.'" 
Trade liberalization also reduces tariff revenues; as alternative source of 
revenue are limited the cost of the revenue loss is high. Thus either public 
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expenditures get reduced or other taxes are increased, and either of these may 
have significant adverse effects on growth." 
The structure of the world trade has distorted in the industries of 
importance of developing countries. World markets for agriculture, processed 
foods, textiles and other critical goods are most distorted by developed 
countries tariff policies. Consequently these industries will be highly affected 
by liberalization even when reform, has long run net positive effects for 
developing countries, they will have to cope with adjustment cost, investment 
cost, and redistributive effects. 
Finally, the new trading system under the WTO regime is a reflection of 
the urge for evolving rule based trading environment. Analysis of the past 15 
years since the establishment of the WTO in 1995 shows that pace and pattern 
of implementation by the different member countries have not been uniform. It 
appears that relatively more powerful players in the trade space have evolved 
many new instrument of safeguarding their national interest, while the weaker 
players have been forced to implement their commitments of liberalization. 
This has generated asymmetries in the pattern of effective market access in the 
different countries of the world economy. <r 
4.3 ASYMMETRIES IN THE WORLD TRADING SYSTEM: 
The main objective and purpose of the emerging world trading system is 
to liberalise trade so that efficiency gains become available to the world 
economy at large. However it has been observed that the developing countries 
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are not the equal players in the game. Some of the asymmetries that exist in the 
present world trading system are as under: 
• The agenda of the WTO, the implementation of its agreement, and the 
much praised dispute settlement system all serve to advance the interest of 
developed countries. 
• The least developed countries (LDCs) are marginalized in the world trade 
system, and their products continue to face tariff escalations. 
• Rules uniformly applied to WTO members, have brought about 
inequalities because each member has different economic circumstances. 
Developing countries are not a homogeneous group with common 
interest in the international trading system. However, there are certain 
considerations which suggest that some times all and some major group of 
developing countries have common interest in strengthening the multilateral 
trading system. This includes their interest to discuss some new issues i.e. 
competition policies and public procurement. These considerations are first, the 
protection that a well functioning international trading system can offer is far 
more important to developing countries than it is to larger developed countries. 
Second, most of the developing countries are relatively smaller in size to 
developed nations like US and EU and their bargaining power vis-a-vis they 
are limited. Thirdly, not only most of the developing countries have economies 
that are small and therefore highly depended on trade, they have comparative 
advantage in a much smaller range of goods than do large developed countries. 
67 
Fourth, there are certain instances where it impossible to link issues in such a 
way that developing countries as a group are able to present a solid front 
(agricultural negotiations). In many instance, however, it is likely that countries 
may find alignments with those other developing countries with similar 
interests and with developed countries. Lastly, there are issues like competition 
policies in which bargaining as a group may enhance the outcome for all. 
Developing coimtries have little power within the WTO framework for the 
following reasons: 
(1) Although developing countries make up three fourths of WTO 
membership and by their vote can in theory influence the agenda and 
outcome of trade negotiations, they have never used this to their 
advantage. Most developing country economies are in one way or 
another depend on the U.S., the EU or Japan in terms of export, imports 
and security etc. Any obstruction of a consensus at the WTO might 
threaten the overall well-bemg and security of dissenting developing 
nations. 
(2) Trade negotiations are based on the principle of reciprocity or "frade 
off'. That is, one country gives a concession in an area, such as the 
lowering of tariff for a certain products, in return for another country 
acceding to a certain agreement. This type of bartering benefits the 
larger and diversified economies, because they can get more by giving 
more. For the most part, negotiations and trade offs take place among 
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the developed countries and some of the richer or larger developing 
countries. 
(3) Developing countries have fewer human and technical resources. Many 
can not cope with the 40-50 meetings held in Geneva each week. Hence 
they often enter negotiations less prepared than their developed country 
counterparts. 
(4) Developing countries have discovered that seeking recourse in the 
dispute settlement system is costly and requires a level of legal expertise 
that they may not have. Furthermore, the basis on which the system is 
run-whether a country is violating free trades rules is not the most 
appropriate for their development needs.'^ 
The inequalities within the WTO are stark. U.S. influences in the WTO 
are often concerned with aggressively expanding its own markets. Exports 
from developmg countries continue to face significant market access 
impediments. Recently UN studies confirm that tariff peaks and tariff 
escalation still hamper developing country exports and their attempts to export 
new products such as beef, cigarettes, clothing, footwear and wood articles. 
In the field of industrial goods the basic to the GATT and WTO is the 
commitment of the member countries to constrain their use of tariffs on 
imports. It requires countries to commit not to raise their tariffs above the 
"binding" levels. But the experience of some developing countries reveal that 
the reduction in tariff rates by developed countries has not been substantial. 
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They have been imposing specific duties (quantity based) instead of advalorem 
duties (value based). The use of peak tariffs and tariff escalation has also been 
increasing. This has inhibited to exports of developing countries and thereby 
restricted the pace of industrialization in these countries. 
In the field of agriculture, the Uruguay Round agreement seeks to bring 
order and fair competition in the highly distorted sector of world trade in 
agricultural goods through establishment of a fair and market oriented 
agriculture trading sector. 
The root cause of distortion of international trade in agriculture has been 
a massive domestic subsidies given by the mdustrialized countries to the 
agriculture sector over the many years. Signing of AOA and allied agreements 
were greeted by great euphoria by a number of developing countries as it was 
expected that these agreement would open up the market for their products in 
developed countries . Developed countries like OECD (Organization for 
Economic Cooperation and Development) heavily subsidize their agriculture. 
Based on this, it was expected that the implementation of AOA would result in 
reduction of domestic support in OECD countries, which would in turn, raise 
international price of agriculture commodities and improve export prospects for 
developing countries. However, contrary to the expectations, international 
agriculture prices have declined sharply in the post WTO period and 
agriculture export fi-om developing countries such as India have declined''*. The 
last ten years of the operation of AOA and allied agreements have shown that 
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several asymmetries and inequalities exist in them which are not conducive to 
the trading interest of the developing countries including India. In fact all 
agreements are heavily loaded in favour of developed countries as the 
following discussion amply brings out: 
(i) There are imbalances in the AOA because industrialized countries have 
been able to secure exemptions for some of their products (like the 
Green box and Blue box) and allowed to continue using significant 
amount of expenditures for domestic support and export subsidies. 
Support under the Green Box is regarded as non-trade distorting 
and hence not subject to reduction commitments. The developed 
countries have used this arrangement to their maximum advantages. 
This would be clear from the fact that highest Green box support to 
agriculture is provided by the USA which spends more than a third of its 
GDP from agriculture on this support. Japan uses one-fourth of its GDP 
from agriculture towards Green box provisions while such support in 
Canada and EU countries is around 13 per cent of GDP from 
agriculture.'^  
(ii) Another criticism is that despite the commitment to reduce agricultural 
subsidies substantially, the developed countries have not shown any 
willingness to cut down subsidies. For instance, the USA provided $ 
36,390 million support to farmers in the base period 1986-88. This rose 
to $ 46,504 million in 2004. As a percentage of gross farm receipts, the 
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subsidy was 22 percent in 1986-88 and 18 per cent in 2004. The 
European Union provided $ 1,01,672 million support to farmers in base 
period 1986-88 and $ 1,33,386 million support in the period 2004 ( as a 
per cent of gross farm receipts, the subsidy was 41% in 1986-88 and 33 
per cent in 2004). Japan provided $ 48,976 million support to farmers m 
base period in 1986-88 and $ 48,737 million in 2004 ( as a percentage of 
gross farm receipts, the subsidy was 61 per cent in 1986-88 and 56 per 
cent in 2004). The OECD group of countries, provided $ 2,43,867 
million support to farmers in the base period. This roses to $ 279,527 
million in 2004( as a percentages of gross farm receipts, the subsidies 
was 31 percent in 1986-88 and 30 per cent in 2004) (Table 4.1). 
Table 4.1 
Share of Agriculture Subsidies (PSE) in Selected OECD Countries 
Country 
Canada 
EU 
Japan 
USA 
OECD 
*PSE = I 
Base year 1986-88 
Total 
subsidies 
5645 
101672 
48976 
36390 
243867 
'reducer si 
% of 
GDP 
1.51 
1.79 
3.04 
1.37 
1.67 
ipport € 
% of 
AGDP 
34.00 
41.00 
61.00 
25.00 
31.00 
;stimates 
Base year 
Total 
subsidies 
3573 
122946 
49962 
48441 
270869 
1988 
% of 
GDP 
1.21 
1.82 
2.60 
1.28 
1.57 
% of 
AGDP 
18.00 
45.00 
62.00 
22.00 
36.00 
Base year 
Total 
subsidies 
3093 
133386 
48737 
46504 
279527 
2004 
% of 
GDP 
1.24 
1.54 
3.20 
1.20 
1.60 
% of 
AGDP 
20.00 
33.00 
56.00 
18.00 
30.00 
Source : Central Statistical Organisation (CSO), New Delhi, 2005 
This shows the fact that the developed countries have not fulfilled the 
commitments regarding the cutting down the agriculture subsidies. A study 
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conducted by Ramesh Chand and Linu Mathew Phillip**, argues that 
agriculture contribute a very small part of the developed countries national 
income (between 2-4 per cent), and they can provide high level of subsidies. In 
fact, to subsidize agriculture to the extent of 50 per cent, developed countries 
have to spend only 1-2 per cent of their total GDP. As against this, developing 
countries would require about 14 per cent of their total GDP to match the 
support given by developed countries. This shows that it is not possible for 
developing countries to offset the disadvantages of their agriculture due to high 
level of subsidies provided by developed countries, by raising the level of 
support. 
Table 4.2 
Comparison of Green Box, Blue Box, AMS and De Minimus Subsidies on 
Agriculture in Selected Countries 2000 
(US $ million) 
EU 
US 
Canada 
Japan 
Switzerland 
Norway 
Green Box 
20,749.90 
51,246.00 
859.20 
23,445.40 
2,190.40 
515.40 
Blue Box 
23,040.10 
-
-
392.10 
-
1044.40 
Total AMS 
56,571.10 
6238.10 
364.10 
5,987.10 
2,257.60 
1442.70 
Deminimus 
612.10 
811.60 
665.10 
589,80 
-
-
Total 
100698.20 
58,295.70 
1888.40 
30414.40 
4448.00 
3002.50 
Note : Data for the year 2000 the last implementation year for current obligations in 
AoA. 
Source : Veena Jha, Kailash Karthikeyan and Abhijit Das, 2006. 
The table (4.2) shows the total agriculture subsidies under different 
categories given by the developed countries to their agriculture. 
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The total AMS are subject to reduction commitment and while Blue box 
and de minimis subsidies could be subject to similar discipline. Green Box 
subsidies are not subjected to reduction commitment. It is regarded as having 
1T 
minimal impact on trade. Thus, it is an exempted support . It is clear from the 
table that distortions arising out of Green Box subsidies have been significant. 
(iii) Another most controversial aspects is export subsidies, Export subsidies is 
quite common among European countries and in North America. In some of 
these countries, domestic prices rule higher than international prices. In order 
to maintain this price level for agriculture in domestic economy and to 
encourage disposal of surplus in outside market these countries provide huge 
subsidies. As per WTO commitments, developed countries are required to 
reduce expenditure on export subsidies by 36 per cent and volume of 
subsidized export by 21 per cent during 1995-2000**, 
The fanners in the developed countries, with a massive support of 
government through domestic and export subsidies and high tariffs, clearly 
have an unfair advantage over the farmers in developing countries. The bulk of 
the domestic support and export subsidy in the developed countries have 
continued to be applicable even beyond 2000. The farmers of the developed 
countries have already got tremendous advantages over those in developing 
countries in terms of higher financial resources, access to technology, benefit 
of modem infrastructure and several other facilities. Over and above, they also 
get heavy protection of governments. This is patently unfair in international 
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Many of the subsidies prevalent in the developed countries have been 
made immune from counter actions. But the subsidies, which are generally 
required in the developing countries, for example investment subsidies (Article 
6), do not have this privilege. 
The Agreement should not stand in the way of support to small farmers 
and household farmers in developing countries. In many developing countries 
the large number of small farmers normally do not engaged in agriculture as a 
commercial venture. For them it is a way of life, being pursued from 
generations. Also, they do not have any other source of income. They will face 
a bleak prospect if they are called upon to face international competition. 
The AoA should evolve specific and concrete actions regarding the 
relief to the net food importing developing countries. In fact no progress has 
been made in helping the poor countries in this regards. The WTO should take 
the initiative in having a separate fund for this purpose, which should be funded 
by the developed countries, which are major exporters of agricultural products. 
In spite of its importance agricultural growth in developing countries has 
been hampered over the years by a series of factors: 
First, as developing countries sought to industrialized their economies, 
they usually taxed agriculture. The bias against agriculture in developing 
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countries also hurt the poor, who often depended heavily on the sector for 
income and employment. Although several developing countries have reduced 
or even eliminated that policy bias since tiie early 1990's, another negative 
factor has become increasingly apparent: the subsidization of agriculture in rich 
countries. During the 1980's, these subsidies led to surpluses that rich countries 
disposed of on world markets with the heavy use of e^ort subsidies. The 
combination of agricultural protectionism and subsidies in industrialized 
countries has limited agricultural growth in the developing world, increasing 
poverty and weakening food security in vuhierable countries. Those policies 
have also hurt the rich countries themselves trough higher food costs and larger 
tax burden on citizens. And rich countries claim that the expected benefits of 
their agricultural policies, in terms of safer food, a cleaner environment, and 
better income distribution, are larger than the cost rings false, given recent food 
scares like, "mud cow diseases" in Europe, the environmental pollution linked 
to agriculture in industrialized countries and the fact that most transfers go to 
large farmers. 
The UR of trade negotiations initiated the process of bringing 
agricultural policies under the common set of rules, in an attempt to reduce the 
negative impact of prevailing practices on world welfare. But the reform 
process is far from complete. Like the textile industry (another sector in which 
developing countries have a comparative advantage), agriculture continues to 
receive separate treatment under the new World Trade Organisation (WTO) 
framework. This framework allows the artificial expansion of agricultural 
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production in industrialized countries, while limiting the potential expansion of 
agriculture in developing countries. Some have sarcastically called them 
separate treatment- of agriculture and textile special and diffeMii^^j^ment 
/ ^ > 
for the rich countries. 
The principle reform in agriculture is the substMticmof tariffs^fb/ti^ 
complex system of quotas, controls, and variable tariffs impose9=l^ «i^ e=DS, EU 
and Japanese protection of domestic suppliers. These tariffs will be reduced to 
a level on average 36% below the pre-Round, 1986-88 level. The settlement 
also requires reduction in domestic and export subsidies and in the quantity of 
subsidized exports. These changes mainly affect developed countries, but 
middle level developing countries must reduce subsidies by 24%, the least 
developed are, exempted. This principal is to raise world prices. Developing 
countries are net importers of food so this will be a cost but there are large 
benefits to some exporters. 
These results should give some pause to the proponent of 
"multifunctionality" in rich countries who argue that agriculture has additional 
benefits for their societies, and that therefore; it must be protected and 
subsidized. But an important effect of those policies is that agriculture in many 
poor countries is forced to contract. So whose multifunctionality is being 
advanced, and whose is being trampled upon? The losses resulting from the 
displaced production are particularly damaging in the many low income 
countries whose economies depend heavily on agriculture and industrial 
production and where most poverty occurs in rural areas. 
77 
Current into negotiations must complete the unfinished business of 
correcting those imbalances to allow broad-based economic growth in 
developing countries. In addition to the obvious and compelling humanitarian 
argument's, enlighten self interest also dictate the developed countries combat 
hunger and poverty: poor developing countries continue to spawn health, 
environment, military, and humanitarian crises world wide that directly or 
indirectly impact developed countries, while poverty and hunger deprive the 
world of the creative potential and economic contribution of billions of human 
beings. 
(i) AOA consisting of domestic support, market access and export subsidies 
has limited the promised agricultural liberalization in most of the 
developed countries. 
(ii) Many developed countries have taken advantage of the agreement by 
maintaining average levels of tariff but imposing high levels of tariff on 
their key sectors. Therefore, while on an average, these countries were 
able to maintain the required tariff levels, some commodities such as dairy 
products, sugar, meat and some grains were protected with high level of 
tariff. 
4.4 TRADE PERFORMANCE OF DEVELOPING COUNTRIES IN 
THE POST-WTO ERA 
We have seen earlier that the world trading system under the GATT 
aimed at promoting international trade through the removal/reduction of trade 
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barriers. The WTO system seeks to achieve the same objective by reducing 
tariff, removing qualitative restriction and subsidies and other barriers to free 
flow of international trade. 
The data given in Table 4.3 shows that ever since the WTO has become 
operational, the developing countries has experienced a drop in the share of 
global trade. 
Table 4.3 
Share of Export and Import by Region and Economic Grouping 
(Percentage) 
Developed economies 
Developing economies 
Developing countries 
excluding China 
Developing America 
Developing Africa 
Developing Asia 
Developing Asia 
excluding China 
Least developed 
countries 
China 
1980 
65.27 
29.47 
28.57 
5.50 
5.91 
17.95 
17.05 
0.75 
0.95 
1990 
72.04 
24.26 
22.46 
4.14 
3.17 
16.87 
15.07 
0.56 
1.80 
1995 
69.78 
27.61 
24.81 
4.36 
2.18 
20.99 
18.19 
0.47 
2.80 
2000 
65.72 
31.64 
27.74 
5.50 
2.27 
23.81 
19.91 
0.56 
3.90 
2004 
63.04 
33.46 
27.07 
5.12 
2.51 
25.78 
19.39 
0.64 
6.39 
Source : World Trade and Development Report (2007), Research and Information 
System, New Delhi, p. 9. 
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Figure 4.1 
share of export and import of 
developed and developing countries 
(percentage) 
80 
60 
40 
20 
0 
De>^ioped 
economies 
Developing 
economies 
1980 1990 1995 2000 2004 
Y e a r 
Source: World Trade and Development Report, Research and Information 
System, Non-aligned and Other Developing Countries, 
China has increased its share in world trade rapidly from 0.9 per cent in 
1980 to 6.39 per cent in 2004. But China was not a member of WTO or its 
predecessor until 2002. Hence the rising share cannot be attributed to the 
emerging GATT/A^TTO regime. Among the developing regions, Africa has been 
gradually squeezed out from 5.91 per cent in 1980 to just 2.5 per cent in 2004 
despite liberalization of its trade and investment regime under structural 
adjustment programme undertaken by most of the African countries. 
Developing America has just struggled to maintain its share at around 5.5 per 
cent. Developing Asia's share in world frade has increased significantly but the 
bulk of the increase is accounted for by China. The groups of least developed 
countries have continued to remam marginal player with their share in export 
being squeezed from 0.75 per cent to 0.64 per cent over the 1980-2004 periods. 
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Similarly according to a study the terms of trade (TOT) of developing 
countries have deteriorated from 117 to 97 over the period 1980-2003 while 
those of developed countries have improved from 97 to 105 over the same 
period.'^  It suggests that the unit value realization for the ejq)ort products of 
developed countries has increased much while the unit value realization of 
developmg country exportable has declined in relative terms. It is clear that the 
gain from expansion of frade have been shared unequally between developed 
and developing countries with the latter being on losing side. 
In absolute terms, world frade during 1996 to 2006 experienced 
moderate increase in the early years of WTO and even passed through the 
negative growth rate in 1998 and 2001 (Table 4,6). However, the period after 
2003 was quite satisfactory mostly showing around 15% or even more growth 
rates in case of both imports as well as exports. This might have taken place 
due to the fact that most of the restrictions on frade, particularly on Agriculture, 
were removed from 2001 onwards. The year 1998 was not good for most of the 
economies from the trade angle as they have shown a negative growth rate 
except for the developed economies. This definitely raised the question before 
the developing economies and the economies in fransition that the benefits of 
WTO will be largely reaped by the developed economies and the debate started 
for better advantages by these economies. The fear raised by the poor 
economies proved out to be unfounded as this bloomy picture for developed 
economies started vanishing in the years to come and in the year 2000 the 
export growth became negative to the extent of 38.39% and an increase in the 
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Table 4.8 
Share of Merchandise Export (Pre-WTO) 
US $ in million (current prices) 
Year 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
Developing 
Economies 
499721 
458165 
564826 
649960 
737337 
843904 
879555 
966160 
1024996 
1190745 
1428658 
Economies 
in 
Transition 
97981 
107600 
119409 
123480 
122938 
118709 
60398 
68096 
69277 
98810 
121897 
Developed 
Economy 
1372655 
1581019 
1840538 
2097112 
2230136 
2516978 
2563035 
2722832 
2679656 
3024544 
3621068 
Developing Economies 
Africa 
82390 
66391 
76991 
78141 
86057 
10693 
96994 
95267 
87864 
94973 
107702 
America 
108975 
95355 
105114 
120825 
134493 
143793 
140428 
148674 
161651 
187973 
229406 
Asia 
306492 
294426 
380386 
448113 
513669 
590417 
639263 
718902 
771258 
903241 
1087005 
Source : www.unctad.org 
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Table 4.9 
Share of Merchandise Import (Pre-WTO) 
US $ in million (current prices) 
Year 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
Developing 
Economies 
467324 
469170 
539208 
656125 
717486 
800281 
889680 
1006807 
1098208 
1239337 
1494569 
Economies in 
Transition 
95347 
100621 
108693 
120718 
129783 
139945 
58691 
65617 
66676 
91603 
114701 
Developed 
Economy 
1469653 
1652889 
1942241 
2186160 
2345260 
2650137 
2671165 
2797833 
2674963 
3043428 
3621607 
Developing Economies 
Africa 
72504 
71518 
80182 
95540 
91558 
97057 
90689 
95803 
93644 
100363 
120651 
America 
83712 
86852 
94681 
107056 
117191 
127240 
145143 
172798 
189381 
222196 
250609 
Asia 
307873 
307216 
360532 
449386 
503946 
570895 
648354 
732799 
810081 
911125 
1117388 
Source : www.unctad.org 
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Table 4.10 
Share of Merchandise Export (Post-WTO) 
US $ in million (current prices) 
Year 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
Developing 
Economies 
1538238 
1640911 
1527890 
1664214 
2056407 
1919381 
2060122 
2426752 
3097429 
3775908 
4505697 
Economies 
in 
Transition 
133778 
134562 
117904 
115658 
154507 
154740 
162750 
206692 
282017 
359164 
449482 
Developed 
Economy 
3727792 
3088597 
3857273 
3936488 
2425074 
4114059 
4261714 
4914115 
5803521 
6339799 
7132590 
Developing Economics: 
Africa 
121360 
123898 
107843 
116165 
193072 
138188 
145553 
178383 
231869 
303036 
358998 
America 
258895 
287990 
283412 
302373 
364482 
349354 
350998 
384445 
474969 
570768 
683156 
Asia 
1153241 
1224796 
113300 
1241798 
1534755 
1428343 
1560146 
1859413 
2385427 
2896196 
3456391 
Source: www.unctad.org 
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Table 4.11 
Share of Merchandise Import (Post-WTO) 
US $ in million (current prices) 
Year 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
Developing 
Economies 
1592243 
1681200 
1522642 
1583942 
1914743 
1825314 
1924084 
2254347 
2876773 
3397199 
3971659 
Economies 
in 
Transition 
130656 
138232 
120678 
92772 
104694 
120917 
135012 
171830 
223213 
272642 
349782 
Developed 
Economy 
3762678 
1652889 
1942241 
2186160 
2345260 
2650137 
2671165 
2797833 
2674963 
3043428 
3621607 
Developing Africa 
Africa 
122765 
71518 
80182 
95540 
91558 
97057 
90689 
95803 
93644 
100363 
120651 
America 
279327 
86852 
94681 
107056 
117191 
127240 
145143 
172798 
189381 
222196 
250609 
Asia 
1183790 
307216 
360532 
449386 
503946 
570895 
648354 
732799 
810081 
911125 
1117388 
Source : www.unctad.org 
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imports to the level of 11%. A remarkable achievement in this year was made 
by AMcan economies where the exports grew up by 66.20 % with imports at a 
low level of 1.34%. Though the developing economies, the economies in 
transition, developing economies in America and Asia also exhibited more than 
20% growth in exports but their import growth was also higher. Again 2001 
was very bad from the point of view of trade growth for the entire world except 
the developed economy. The ejqports in the developed nations grew by 69.65% 
whereas for the rest of the world the ejq)orts and imports were in most of the 
cases negative. However, the state of affairs changed after 2002 and the world 
economy started displaying some positive returns with gains in trade. The 
major gainers were developing economies, the economies in transition and 
developing nations m Africa to be followed by the developed economies. 
In the nutshell it can be said that the gains to the frade has taken place 
with the advent of WTO. Though during the early years it was very low and the 
major benefits exhibiting gains to the developed economies. The latter phase 
i.e. after 2002 the expansion in trade has been considerable and widespread. 
Nevertheless the achievements of different economies have not been consistent. 
This is clear from Table-II with the values of co-efFicient of variation. It is 
more than 100% for every type of economies mentioned earlier in case of 
percentage changes calculated for both exports as well as imports spanning 
over a period often years i.e. 1996 to 2006. This is as high as 307.97% for 
exports in Asian developing economies and 280.76% for developed economies. 
The highest degree of inconsistency for imports is observed for developed 
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economies (169.47%) to be followed by economies in transition (150.45%). 
For absolute values of exports and imports in US $ terms, though the level of 
variation is relatively smaller than percentage changes, it is still quite high in 
absolute terms. It is more than 53% for exports in case of economies in 
transition and the Asian developing economies. The lowest value of 31.31% is 
found out for developed economies which show a relatively higher degree of 
consistency. Like exports for imports also the highest degree of variability is 
found out in case of economies in transition and the Asian developing 
economies. More consistency is being found for developed American 
developing economies. 
Though the main objective of WTO is to ensure free trade, but it allows 
imposition of duties or other forms of protection to check the practices of 
dumping or subsidization. The provisions are made to check unfair practices to 
ensure fair trade. As an exception of non-discrimination, anti-dumping and 
counter veiling duties are allowed to be levied to ensure fairness. Anti-dumping 
duties can be applied when a product is sold in an export market at less than 
normal value, thereby causing or threatening material injury to a domestic 
industry. 
The anti-dumping measures undertaken as per the provisions of the 
WTO Agreement on anti-dumping practices are somewhat similar in effect to 
other forms of protection such as tariff protection. However, there is important 
difference between the two measures i.e. whereas import tariffs cover all 
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imports within a particular product classification range, anti-dumping measures 
only cover imports from the specific exporting countries addressed by the anti 
dumping investigations or funding issued thereafter. Anti-dumping protection 
is not as broadly based as tariff protection, and therefore, generally is not as 
severe a form of protection. 
Various economic effects of this trade remedial measure can be outlined 
as follows: 
Price Effect: One of the main effect of anti-dumpmg measure is to raise prices 
payable by importers, users and consumers. This increase in price is on account 
of payment of anti dumping duty on imports of the product from the source 
from which dumping was taking place or raise the price charged by exporter 
because of price undertaking applicable. The effect of higher prices from 
targeted exporters on domestic industry depends on whether such resfrained 
import competition enables domestic producers to charge significantly higher 
prices and to earn higher profits in the domestic market than otherwise. The 
extent and direction of positive effect on prices and profitability of domestic 
producers, if any, depends on the composition of domestic industry, the time 
lag in emergence of alternative sources of import and many other factors. 
Volume Effect : As imposition of anti-dumping duties leads to payment of 
higher prices by the importers of the product from targeted countries, it will 
generally lead to lower demand and lesser supply of the product of targeted 
exporter. Sometimes the anti-dumping duties might be so prohibitive that 
94 
targeted exporters may stop supplying to the market affected. This is likely o 
raise the volume of sales and production of the domestic producers and have 
positive effect on capacity utilization, employment, profitability, cash flow and 
ability to raise capital. 
Effect of Competition: Anti-dumping measures are likely to reduce 
competition pressure by blocking or reducing imports from targeted exporter. 
In certain cases transitional dumping is used by importers/foreign 
manufacturers as a means of market entry. In such cases anti dumping 
measures may deter an effective entry strategy. If domestic industry is ah-eady 
highly concentrated, trade remedial measures by deterring an important source 
of competition, may enhance existing market power of domestic producers. 
Trade Chilling Effect: Uncertainty is generated in the market, once the 
petition for imposition of anti-dumping duty is filed. The potential open ended 
liability on the importers of product from targeted exporters/countries could 
have a trade chilling effect on the imports. 
Trade Diversion Effect: Initiation of anti-dumping investigation and 
subsequent imposition of duties may lead to switching of imports to alternative 
sources i.e. countries other than targeted countries. This kind of trade diversion 
is a very commonly observed phenomenon. 
Trade and Production Relocation Effects: Multinational corporations may 
relocate their sources of supply or even relocate production facilities also 
merely to avoid payment of anti-dumping duties and retain the market. 
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Effect on Upstream (user) Industries: Most of the anti-dumping cases 
involve raw materials and intermediate products which are subject to further 
processing. These industrial purchasers clearly benefit from dumping in the 
short run at least and anti dumping measures may affect their own competitive 
position in the international markets. When upstream user industry faces 
competition in the international market, a loss of competitiveness can lead to 
loss of exports, fall in their production and employment which may outweigh 
the positive benefit to the domestic producers enjoying protection from imports 
as a result of anti dumping duty. 
Effect on Downstream Industry: An increase in price and volume of sales of 
the domestic industry benefiting from anti-dumping measures will have a 
positive effect on the sale of the downstream mdustries i.e. the law of material 
supply.^ * 
Though the use of anti-dumping law has increased in last two decades, it 
is not new to the world. More than 40 members of the World Trade 
Organization (WTO) are now active users of anti-dumping policy, and 
developing countries are some of the newest and most frequent of these users. 
At the same time that many developing countries have searted wing anti-
dumping to limit imports, many of them have also given up most other forms 
of flexibility in trade policy by adopting WTO discipline and agreeing to bind 
their tariff ^ ^ 
Despite the legislation of law in different countries anti-dumping was 
not very common until the 1970s and 1980s. The use of the law was restricted 
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to very few countries called the 'traditional users'. The 'traditional users' of 
anti-dumping law such as European Union, Canada, Australia, and United 
States were historically initiating anti-dumping actions. These four countries 
collectively accounted for about 60% of the total anti-dumping cases initiated 
between the year 1990 and 1995. After the adoption of anti-dumping 
agreements under the WTO framework, the developing countries have been 
more active in using anti-dumping actions and overtaken the traditional users 
(Table 4.12). During the previous years these has been a five fold increase in 
the anti- dumping cases filed by the 'Developing Nations.^ ^ 
Table 4.12 
Comparison of Intensity of Anti-dumping Initiation Across Different 
Groups of Economies 
Victim 
Initiator 
Developed 
Economies 
Developing 
Economies 
Transition 
Economies 
All Economies 
Developed 
Economies 
55 
52 
71 
54 
Developing 
Economies 
131 
147 
101 
138 
Peoples Rep. 
of China 
199 
240 
989 
230 
Transition 
Economies 
258 
403 
168 
249 
All 
Economies 
100 
100 
100 
100 
Source : Mattoo Aaditya and Arvind Subramaniam (2000), World Bank NCAER 
Workshop on South Asia and the WTO. 
97 
As per the WTO statistics during the period 1995-2004, 41 members 
initiated 2643 cases of anti-dumping under WTO agreement. Out of which, 
India accounted for highest number of initiations (397), followed by United 
States (353) and European Union (303) (Table 4.13). Similarly, in terms of 
definitive measures taken under WTO agreement, India topped the list (302), 
followed by United States (219) and European Community (193). Republic of 
Korea (207) and United States (152) were the most affected countries due to 
anti dumping measures. Over the last five years the developing nations have 
filed more than half of the anti-dumping cases. Leading developing nations as 
the users of anti-dumping as a safeguard instrument today are India, Mexico, 
Argentina, Indonesia, Turkey, Malaysia, Peru, Israel, Colombia, Costa Rica, 
and Venezuela. India is the leader of all these developing nations as user of 
anti-dumping action. At the same time, India is also a major victim of anti-
dumping actions, in fact the worst hit if measured in terms of anti-dumping 
action per dollar of exports (Table 4.14)^ '*. Research has found that varieties of 
reasons are responsible for rapid growth of anti-dumping initiations/measures 
by the countries in general and developing countries in particular. The pressure 
of drastic tariff reduction over the nations during the rounds of GATTAVTO 
agreements is one of the major causes of anti-dumping bemg used as an 
instrument of protection. Failure of GATT/WTO agreements to provide 
adequate safeguard measures for survival of the domestic industries is 
attributed as another important reason why countries resort to the anti-dumping 
actions. Weak regulatory fi-amework in the agreement has also the role to play 
in the use or misuse of anti-dumping. 
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Table 4.13 
Top Countries in Respect of Initiation, Measure, Affected by Initiation and 
Affected by Measure from 1995-2004 
Country 
India 
United States 
European 
Community 
Argentina 
South Africa 
Canada 
Australia 
Brazil 
China, P.R. 
Turkey 
Mexico 
Korea 
Indonesia 
Thailand 
Malaysia 
Russia 
Ukraine 
Japan 
Chinese Taipei 
Germany 
AD 
Initiation 
397 
353 
303 
192 
173 
133 
172 
116 
99 
89 
80 
77 
60 
34 
31 
2 
8 
AD 
Measures 
302 
219 
193 
139 
113 
80 
54 
62 
52 
77 
69 
43 
23 
23 
18 
3 
2 
Affected 
by AD 
Initiation 
108 
152 
55 
19 
49 
28 
17 
80 
411 
34 
35 
207 
107 
100 
54 
94 
52 
118 
146 
75 
Affected 
by AD 
Measures 
60 
83 
38 
9 
33 
13 
8 
57 
297 
22 
21 
118 
54 
63 
34 
76 
47 
82 
89 
35 
Total 
867 
807 
589 
359 
368 
254 
251 
315 
859 
222 
205 
445 
244 
220 
137 
170 
99 
205 
245 
110 
Rank 
1 
3 
4 
7 
6 
8 
9 
7 
2 
12 
14 
5 
11 
13 
17 
16 
19 
15 
10 
18 
Source: Debapriya, Aryashree and Panda Kumar Japan (2005), 
Dumping Relation: A common threat to International Trade, 
Kumar Thakur and Nageshwar Sharma (ed.) WTO and India. 
"Anti-
in Anil 
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Table 4.14 
Anti-dumping Initiations by Exporting Economy 
Economy Number of anti-dumping initiations 
1992-94 1995-97 
Index of antidumping 
initiations per dollar 
of exports, USA=100 
Developed economies 
France 
Germany 
Italy 
Japan 
UK 
US 
26 
35 
16 
32 
20 
70 
8 
30 
16 
23 
16 
48 
34 
70 
77 
67 
74 
100 
Developing economies 
Brazil 
China 
India 
Korea 
Taiwan 
Thailand 
50 
115 
24 
50 
31 
26 
23 
94 
21 
40 
30 
21 
585 
751 
779 
385 
323 
451 
Source: Same as Table 4.13 
4.5 DEVELOPMENT AGENDA FOR THE DEVELOPING COUNTRIES 
Certain practices and rule in the WTO must be changed to incorporate 
the realities and broader development agenda of the developing countries. 
Some of them could be the following: 
(i) All members should be equipped with the technical expertise and human 
resources to participate fully in the multilateral negotiations. 
Liberalization on the "fast track" must be stopped. Instead changes 
should be made to rules that effectively disadvantage the economies of 
developing countries. 
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(ii) Decision-making in the WTO must involve all members. This has not 
been the case to date; instead the US, EU, Japan and Canada has made 
many decision on behalf of all. 
(iii) The dispute settlement system must consider the development needs of 
countries (especially the most vuhierable), not just whether free trade 
rules have been violated. 
(iv) If the developed and developing countries fanners are to compete in the 
same markets, then the $ 280 billion in annual subsidies that developed 
countries provide to their fanners should be reduced to the negligible 
amounts developing countries provide. Otherwise developing countries 
should be allowed to increase both their subsidies and their tariffs to 
protect their markets from the highly subsidized exports of the 
developed countries. Small farmers in both developed and developing 
countries should be encouraged not squeezed out especially in 
developing countries, where farming is the source of livelihood for 
millions. 
(v) TRIPs should be abolished and the control of intellectual property 
should be returned to the pre-Uruguay institution such as the world 
intellectual property organization. At minimum, seeds, plants and drugs 
should be exempted from TRIPs in order to preserve basic health care 
and agricultural system in developing counfries. 
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(vi) Developed countries should eliminate the tariff escalation on products 
chains of interest of developing countries. And if the WTO continues to 
force all countries down, the liberalization path, the protected sectors in 
the US must also be liberalized to open up new export markets for 
developing nations. 
(vii) The WTO should use the international standards established in UN 
conventions to ensure that development goals are in tune with its trade 
agenda. The final jest of the WTO's success is not the volume of world 
trade or the extent to which trade barriers have been lowered, but 
whether and to what extent living conditions in all nations - particularly 
the developing countries, which constitute three fourth of its members -
are improving 
Although, the WTO is dominated by the leading industrialized countries, 
these industrialized countries (e.g. Canada, USA and EU) are pushing the 
openness of the WTO. Developing countries generally oppose these proposals. 
Most of the leading developing countries like India, Cuba, and Mexico cited 
the need to keep secret confidential business information. 
The agenda of the WTO is the implementation of its agreements and the 
much promised dispute settlement system and serve to advance the interest of 
developed countries, sidelining those of the developing countries. The least 
developed countries are marginalized in the world trade system, and their 
products continue to face tariff escalations. 
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The free trade principles mostly benefited the industrially developed 
countries, others are being left behind. This uneven performance of the 
industrially advanced countries acquires the leadership particularly the US. 
Instead of promoting the benefits for all, the US is too often concerned with 
aggressively expanding its own market. 
Thus, smooth fiinctioning of the economy and better integration of the 
developing countries into the world trading system require the later to build its 
own capacity: 
• The capacity to design and implement trade policy and to present the 
country's interest effectively in international forum such as the WTO. 
• Trade related human and physical infrastructure that affects the capacity 
to export. 
• Appropriate safety nets to ensure that frade reforms that benefit the 
country as a whole do not worsen the plight of the poor,^ ^ 
4.6 CONCLUDING REMARKS: 
To conclude, the WTO trading system is a system of rules dedicated to 
open, fair and undistorted competition. Rules on non-discrimination are 
designed to secure fair condition of trade and discourage 'unfair' practices such 
as export subsidies and dumping of exports. The system has generated 
expectations of substantial gains for developing countries. They expect to gain 
in the field of manufactured exports as manufactures have increased its 
contribution in the total exports. The trading system has brought agriculture 
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and clothing under the normal rules of trade. It has also tightened controls on 
tariffs and non-tariff barriers. All these are of great relevance for developing 
countries and motivated them to participate actively in multilateral trade 
negotiations. 
However, the working of the system over the past years has revealed some 
asynmietries that have cropped up in it and in the process of decision making. 
These asymmetries adversely affect the development process of developing 
countries and it is important to address them. 
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CHAPTER - V 
INDIA IN THE tfORLD 
TADIN6 SV!ST£M 
INDIA IN THE WORLD TRADING SYSTEM 
5.1 INTRODUCTION: 
This chapter examines the impact of some of the provisions of WTO led 
trading system on India's foreign trade in the post-WTO period. India is a 
founder member of the GATT and its successor the WTO which came into 
effect on 1.1.1995. India's participation in an increasingly rule based system in 
the governance of international trade has been motivated by the desire to 
participate effectively in international trade and gain from it. India also 
automatically avails of MFN and national treatment for its exports to all WTO 
member. An effective trading system serves India's interest by facilitating trade 
reforms and strengthening its credibility, by promoting transparent trade 
regimes lowering transaction costs and by providing mechanism for setting 
disputes. The basic principles of trading system include trade without 
discrimination, predictable and growing access to markets and promotion of 
fair competition. In this context, our objective in this chapter is to see what 
extent India has gained out of the trading system led by the WTO. Section 5.2 
reviews the performance of India's foreign trade prior to and in the post-WTO 
period. This is followed by description of India's exports of agricultural goods 
and services in section 5.3. The chapter is summarized in section 5.4. 
5.2 WTO AND INDIA'S FOREIGN TRADE: 
The liberalized WTO regime has opened up both challenges and 
opportunities for India's foreign trade. The opportunity lies in terms of 
expansion in the form of gaining entry in more and more countries and the 
challenges arise from issue relating to quality of products, reliability of services 
and the protectionist policies of the developed countries. India is trying her 
level best to maximize the benefits and faces the challenges through a series of 
poUcy measures. India took the first decisive step to open up its economy in 
1991. Since then a series of reform have been implemented aimed at 
integrating the national economy with the world economy as a part of a 
conscious strategy to boost economic growth and development. Openness of 
the economy has proved to be a major factor in economic growth. 
Therefore, with the openness of the economy in 1991, India's 
international trade has expanded since then. Export and import have grown 
faster than world trade. The export growth rate has increased considerably from 
17.7 per cent in 1990-91 to 23.04 per cent in 2005-06 (Table 5.1). With regards 
to growth rate of imports, it has increased considerably by 22.3 per cent in 
1990-91 to 33.08 per cent in 2005-06 with fluctuations during the period. It is 
also noticed that the growth rate of imports exceeds the growth rate of export in 
most of the years which led to unfavourable balance of trade. 
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Table 5.1 
Growth Performance of India's Exports and Imports: 1990-2005 
(per cent) 
Year 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-2000 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
Exports 
17.7 
35.3 
21.9 
29.9 
18.5 
28.6 
11.7 
9.5 
7.4 
14.2 
27.6 
2.68 
20.03 
21.01 
30.08 
23.04 
Imports 
22.3 
10.8 
32.4 
15.3 
23.1 
36.4 
13.2 
11.0 
15.7 
20.7 
7.3 
6.21 
19.04 
27.03 
42.07 
33.08 
Source: Directorate General of Commercial Intelligence and Statistics, Kolkata. 
However, the trade profile of India in the post-WTO period since 1995 
has changed remarkably. Table 5.2 shows the trends in the value of the 
merchandise exports and imports and their share in GDP during 1985 to 2007 
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Table 5.2 
Merchandise Trade: Export-Import and Trade Balance: pre and post-
WTO Period 
(US $ million) 
Pre-WTC 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
Mean 
SD 
C.V. 
Post-WT( 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Mean 
SD 
C.V. 
Export 
1 regime 
8901 
9747 
12085 
13972 
16611 
18148 
17998 
17437 
22213 
26337 
16344.50 
5419.08 
33.16 
!) regime 
31842 
33498 
35049 
33211 
36760 
44147 
43958 
52823 
63886 
83502 
103075 
126246 
45867.60 
16686.32 
36.38 
% change 
-9.88 
9.46 
24.04 
15.61 
18.89 
9.25 
-0.83 
-3.12 
27.39 
18.57 
10.94 
12.29 
112.38 
20.90 
5.20 
4.63 
-5.24 
10.69 
20.10 
-0.43 
20.17 
20.94 
30.70 
23.44 
22.48 
12.77 
11.50 
90.06 
Import 
16060 
15725 
17150 
19499 
21218 
23464 
19551 
20583 
23305 
28662 
20521.70 
3936.00 
19.18 
36730 
39165 
41535 
42379 
497.99 
50056 
51567 
61533 
78203 
111472 
149144 
190438 
56243.90 
22956.69 
40.82 
% change 
11.45 
-2.09 
9.06 
13.70 
8.82 
10.59 
-16.68 
5.28 
13.22 
22.99 
7.63 
10.65 
139.56 
11.45 
6.63 
6.05 
2.03 
17.51 
0.52 
3.02 
19.33 
27.09 
42.54 
33.80 
27.69 
13.62 
13.31 
97.76 
Export % 
of GDP 
3.87 
3.96 
4.38 
4.77 
5.67 
5.72 
6.73 
7.13 
8.06 
8.14 
5.84 
1.61 
27.60 
8.92 
8.63 
8.52 
7.98 
8.15 
9.58 
9.16 
10.38 
10.61 
12.00 
12.79 
13.86 
9.39 
1.27 
13.49 
Import % 
of GDP 
6.99 
6.38 
6.22 
6.65 
7.24 
7.39 
7.31 
8.42 
8.86 
8.86 
7.39 
0.91 
1233 
10.29 
10.08 
10.1 
10.18 
11.04 
10.86 
10.75 
12.09 
12.99 
16.03 
18.51 
20.90 
11.40 
1.87 
16.33 
Source : Foreign Trade and Balance of Payments, CMIE, Aug. 2007, p.3. 
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(in US million dollars). The table reveals the fluctuating trends in India's 
exports and imports both in the pre and post-WTO period. In the year 1985-86 
the total merchandise export was 8901 million US dollar which increased to 
26337 US million dollar in 1994-95 registering average growth rate of 10.94 
per cent per annum during the pre-WTO period. In post-WTO period exports 
increased at the rate of 12.77 per cent per annum which was higher than 10.94 
per cent in the pre-WTO period. As far as imports are concerned, it gives the 
deteriorating picture. During the pre-WTO regime on an average imports 
increased at the rate of 7.63 per cent per annum. This increased significantly to 
13.62 per cent during the post-WTO period. The coefficient of variation also 
shows the highest degree of variation. 
Exports as the percentage of GDP during pre-WTO period increased 
from 3.87 percent in 1985-86 to 8.14 per cent in 1994-95. The import as the 
percentage of GDP on the other hand, increased during this period fi-om 6.99 
per cent to 8.86 per cent. Both exports and imports during the post-WTO 
period increased significantly as a proportion of the GDP. The former form 
8.92 per cent in 1995-96 to 13.86 per cent in 2006-07 and the later fi-om 10.29 
per cent to 20.90 per cent. This shows India's growing integration with the 
world economy in post-WTO period. 
Table 5.3 shows India's export of principal commodities during pre 
and post WTO regime. It can be seen fi-om Table 5.3 that during the pre-WTO 
period manufactured goods, engineering goods, textile and textile products, 
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gems and jewellery and other manufactured goods were the most dynamic 
constituent to India's export basket. Their exports grew at an average rate 
which was higher than the growth rate of total exports. On the other hand the 
major contributors to India's export growth rate during the post WTO period 
were ores and minerals, engineering goods, other manufactured and others. 
Their exports increased at rate higher than that of total exports. 
Table 5.4 shows the commodity composition of India's imp6rts pre and 
post WTO regime. During the pre-WTO regime major items of India's import 
included petroleum products bulk consumption, capital goods and other related 
items. During the post-WTO period this pattern more or less continued. 
5.3 WTO AND INDIA'S AGRICULTURE SECTOR 
The agreement on agriculture (AOA) formed a part of the final Act of 
the Uruguay Round of multilateral Trade negotiations which was signed by the 
member countries in April 1994 at Marrakesh, Moracco and came into force on 
1st Jan. 1995. The general idea of the AoA is to open up trade in agriculture 
products as far as possible. The agreement on agriculture is a set of rules that 
govern international agricultural development and policies. The purpose is to 
liberalize agricultural trade on a global level by curbing policies that have 
created distortions in agricultural production and trade. 
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The root cause of distortions in international trade in agriculture has been 
the heavy protection given by the industrialized countries to their agriculture 
sector over many years.' Farmers have been given high domestic subsidies to 
produce more and remain on farms. They have been given export subsidies to 
compete in international markets. Market access to price-competitive imports 
have been denied through quotas and other NTBs.^  
The WTO rules set agriculture and agricultural trade on a more 
predictable basis. It requires conversion of all NBTs into an equivalent simple 
tariffs, binding of the tariff rates and then a progressive reduction in tariffs under 
a time bound programme. 
The commitments under the agreement on agriculture may broadly be 
categorized as : 
(i) Market Access Commitments 
(ii) Domestic Subsidies (Support), and 
(iii) Export Subsidy Commitments 
(i) Market Access: 
Under the market access commitments, both developed and developing 
nations are committed convert all non-tariff barriers into tariffs (a process is 
known as tariffication) and are bind them. As far as the maximum limit on tariff 
is concerned no country is permitted to impose tariff beyond a certain limits. All 
industrialized developed countries are to reduce tariff by 36 per cent across the 
117 
board within six years (1995-2000) and ensure a minimum tariff reduction of 15 
per cent on any product. Developing countries like India have to reduce tariff by 
24 per cent across the boarder within 10 years (1995-2004)^. 
The objective of the AoA is to reform trade in the sector and to make 
policies more market-oriented. The Agreements do not allow governments to 
support their rural economies, but preferably through policies that cause less 
distortion to trade. It also allows some flexibility in the way commitments are 
implemented. Developing countries do not have to cut their subsidies or lower 
their tariffs as much as developed countries, and they are given extra time to 
complete their obligations; Least developed countries don't have to do this at all. 
For products whose non-tariff restrictions are to be converted to tariff, 
governments are allowed to take special emergency actions ("special 
safeguards") in order to prevent swift falling in their prices or prevent surges in 
unports hurting the farmers. But the agreement specifies when and how those 
emergency actions can be introduced. 
In the case of India which had not converted the quantitative restrictions 
into tariffs was allowed to have ceiling bindings. India has bound its tariffs at 
100% for primary products, 15% for processed products and 300% for edible 
oils, except for certain items. It is important to know that India has renegotiated 
bound tariffs on 15 tariff lines with its major trading partners, having initial 
negotiating rights. These commodities range fi-om rice, skimmed milk powder, 
coarse cereals like maize, sorghum, millet and so on.'* 
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Table 5.5 
Commitments by Member Countries under Agreement on Agriculture 
Particulars 
Tariff 
Average cut for all 
agricultural product 
Minimum cut per product 
Domestic Support 
Total AMS cuts for sector 
(Base period 1986-88) 
Markets Access 
Export Subsidies 
(a) Value of subsidies 
(b) Subsidised quantity 
Developed countries 
(6 years: 1995-2000) 
36% 
15% 
20% 
3-5% 
36% 
21% 
Developing countries 
(10 years: 1995-2004) 
24% 
10% 
13.3% 
3-5% 
24% 
14% 
(ii) Domestic Support 
The main complaint about policies which support domestic prices, or 
subsidies production in some other way, is that they encourage over-production. 
This squeeze out imports or leads to export subsidies and low price dumping on 
world market. The AOA distinguishes between support programme that 
stimulate production directly, and those that are considered to have no direct 
effect. 
The agreement on agriculture divides domestic support into two 
categories (a) Trade distorting and (b) Non-trade distorting (or minimal trade 
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distorting). All trade distorting domestic support is placed in what is called, 
'Amber box'. As far as non-trade distortion or minimal trade distorting domestic 
support measures is concerned, they have been divided into (i) Green box and 
(ii) Blue box. Measures with minimal impact on trade can be used freely - they 
are in a "Green box". They include government services such as research, 
disease control, infrastructure and food security. They also include payments 
made directly to farmers that do not stimulate production, such as certain forms 
of direct income support, assistance to help fanners restructure agriculture and 
direct payment under environmental and regional assistance programmes. 
Under Blue box are included direct payment given to farmers in the form 
of deficiency payment certain government, assistance programmes to encourage 
agriculture and rural development in developing countries, and other support on 
a small scale when compared with the total value of the product or products 
supported (5% or less in the case of developed countries and 10% or less for 
developing countries. 
Domestic support refers to all the three boxes and it is called Total 
Aggregate Measurement of Support (AMS).^  The AMS consist of two parts -
product specific and non-product specific. The product specific support is the 
difference between domestic support prices (as procurement prices in India) and 
external reference prices, multiplied by the quantity of production which gets 
such support. The non-product specific support is the subsidy on various 
agricultural inputs like fertilizer, electricity, irrigation and credit. Under AoA, a 
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developing countries whose product specific and non-product specific aggregate 
measures of support (AMS) does not exceed 10% (5% for the developed 
economy) of total value of its agricultural product is not subject to any reduction 
commitment. ^ In India, the aggregate measures of support to agriculture has 
been found to be negative for each year of the 1990s, the quantitative differences 
between the official and non-official estimates notwithstanding. This position 
has been accepted by the WTO and Indian agriculture is, not under obligation to 
effect any cut in subsidies. 
(iii) Export Subsidies: 
The AOA prohibits export subsidies on agricultural products unless the 
subsidies are specified in a member's list of commitments. Where they are listed, 
the agreement requires WTO members to cut both the amount of money they 
spend on export subsidies and the quantity of exports receiving subsidies. Taking 
average for 1986-90 as the base level, developed countries agreed to cut the 
value of export subsidies by 36% over the six years starting in 1995 (24% over 
10 years for developing countries). The developed countries also agreed to 
reduce the quantities of subsidized export by 21% over the six year (14% over 
10 year for developing countries). Least developed countries were not expected 
to make any cuts. The conmiitted and actual levels of these subsidies are 
presented in Table 5.5 
5.3.1 INDIA'S AGRICULTURAL TRADE: 
The agriculture sector in India has been opened up only m a small 
measure and that too in a small step. Therefore, it would be unfair on our part to 
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expect that there would be great changes in agricultural trade due to India's 
liberalization from 1991 and/or due to inclusion of agriculture in the WTO in 
1995. It is with these words of caution that we examine the changes in trends and 
composition of agricultural trade in post 1991 period. 
Table 5.6 
India's Global Agriculture Trade during 1990-2004 
Year 
1 
Pre-WTO Perit 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
Average 
Post-WTO Peri 
1995-96 
1996-97 
1997-98 
1998-99 
1999-2000 
2000-01 
2001-02 
2002-03 
2003-04 
Average 
Agriculture 
Export 
2 
)d 
3551 
3203 
2950 
4013 
4211 
3456 
od 
6098 
6806 
6885 
6064 
5842 
6328 
6233 
7161 
8029 
6583 
Agriculture 
Export Index 
1994-95= 100 
3 
79.6 
76.1 
70.1 
95.3 
100.0 
84.2 
144.8 
161.6 
158.8 
144.0 
138.7 
150.3 
148.0 
170.1 
190.7 
156.3 
Agriculture 
import 
4 
672 
604 
938 
742 
1891 
969 
1761 
1863 
2364 
3462 
3708 
2633 
3409 
3639 
4765 
3067 
(USin%) 
Agriculture 
import index 
1994-95=100 
5 
35.5 
31.9 
49.6 
39.12 
100.0 
51.3 
93.1 
98.5 
125.0 
183.1 
196.1 
139.2 
180.3 
192.4 
252.0 
162.2 
Source: Government of India, Agriculture Statistics at a Glance, 2004, Ministry of 
Agriculture. 
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Table 5.6 gives the trends in India's export and import of agriculture 
commodities for the period of 1990-91 to 2003-04, following the Food and 
Agriculture Organisation (FAO) classification. The table shows that at an 
absolute level, agricultural exports have been much higher than agricultural 
imports, throughout the period under study. 
On an average per annum, India's global agricultural exports were US $ 
3546 million during pre-WTO period (1990-95), which increased to US $ 6583 
million during post-WTO period (1995-2004). The growth of agriculture export 
was lower during the pre-WTO period (25.7 per cent) as compared to the post-
WTO period (90.7 per cent). The index of agriculture exports increased by 56.3 
per cent. This is an encouraging trend to India's agriculture exports during the 
post-WTO period. 
Similarly, India's global agriculture imports averaged $ 969 million in the 
pre-WTO period which increased to $ 3067 million during post-WTO period 
(1995-2004) on an average. However, the increase in global agriculture imports 
was more than exports during post-WTO period. The growth of agriculture 
imports was 152 per cent during the post-WTO period as compared to 90.7 per 
cent in case of agro-exports. On an average during post-WTO period (1995-
2004), the index of India's agriculture imports increased by 162.2 per cent per 
annum. 
It is clear from the above analysis that liberalization under WTO has 
rather increased India's global agriculture imports instead of exports. Indian 
agriculture sector has been adversely affected during post-WTO regime. 
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Table 5.7 provides other necessary data on India's trade of agricultural 
goods. 
Table 5.7 
Imports and Exports of Agriculture commodities and trade balances on 
agriculture account during 1990-91 to 2004-05 
(Rs. Crores) 
Year 
(1) 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
C.V.(%) 
Agriculture 
Exports 
(2) 
6012.76 
7838.04 
9040.30 
12586.55 
13222.76 
20397.74 
24161.29 
24832.45 
25510.64 
25313.66 
28657.37 
29728.61 
34653.94 
37266.52 
41602.65 
49216.96 
61194.22 
56.79 
Agriculture 
Imports 
(3) 
1205.86 
1478.27 
2876.25 
2327.33 
5937.21 
5890.10 
6612.60 
8784.19 
14566.48 
16066.73 
12086.23 
16256.61 
17608.83 
21972.66 
22811.84 
21499.22 
25018.46 
67.212 
Trade 
Balance due 
to 
Agriculture 
(4)= 
(2)- (3) 
4806.90 
6359.77 
6164.05 
10259.22 
7285.55 
14507.64 
17548.69 
16048.26 
10944.16 
9246.93 
16571.14 
13472.00 
17045.11 
18905.53 
21401.00 
27717.74 
36175.76 
41.04 
%age 
Agriculture 
Import to 
total 
National 
Imports (5) 
2.79 
3.69 
4.54 
3.18 
6.06 
4.80 
4.76 
5.70 
8.17 
7.45 
5.29 
6.63 
5.92 
6.12 
4.55 
3.26 
2.90 
43.01 
% age 
Agriculture 
Export to 
total 
National 
Exports (6) 
18.49 
17.80 
16.84 
18.05 
15.99 
19.18 
20.33 
19.09 
18.25 
15.91 
14.23 
14.22 
13.58 
12.70 
11.08 
10.78 
10.70 
20.05 
Source: I) Hand Book of Statistics on Indian Economy, Reserve Bank of India, 2003-04. 
II) Economic Survey 2005-06. 
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FigureS.l 
• 
Export, Import and Trade balances due to 
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Figure 5.2 
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Source: I) Hand Book of Statistics on Indian Economy, Reserve Bank of India, 2003-04. 
II) Economic Survey 2005-06. 
The table brings out the foHowing important facts : 
G There has been an increase in imports as well as exports of agriculture 
commodities in the post liberalisation era. 
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C] Percentage of agriculture imports to total national imports has increased 
with some fluctuating trends in the early phase of liberalisation but it has 
shown a decelerating trend since 2001-02 despite removal of Quantitative 
Restrictions (QRs) in India from 1st April 2001 under WTO. 
• The percentage of agriculture export to total national exports has decreased 
from 18.49 percent in 1990-91 to 10.70 percent in 2006-07. This ratio has 
declined due to the fact that the overall exports has increased by nine times 
showing a larger increase in exports of non-agricultural conmiodities as 
compared to a slightly more than six percent increase in agriculture exports 
during the same period. 
Q Over a period of fifteen years, the agriculture export has grown at a 
compound rate of 21.68 percent whereas import has grown at the rate of 
13.35 percent. A larger growth rate for agriculture export is definitely a 
good indication. 
Q The co-efficient of variation (C.V.) for agriculture export is 56.79 percent 
whereas for imports it is 67.21 percent. 
Q In terms of percentage agriculture export (import) to total national export 
(import), the values of co-efficient of variations are 20.00 percent (for 
export) and 43.00 percent (for import). This also confirms the stability in 
favour of agriculture exports. 
• The trade balance on agriculture account has increased in the post 
liberalisation era by more than four times over a period of 17 years (1990-
91 to 2006-07). This is a good sign as it will be helpful in bridging the gap 
of overall trade deficit in India. 
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Table 5.8 gives the commodity composition of India's agricultural 
exports. It can be discerned from the table that over the 15 years period, there 
have been no major upheavals in the composition of the agri-exports. Data show 
that for the entire period, top five commodities account for around 50 per cent of 
Table 5.8 
India's Commodity Compositioii of Agricultural Exports 
(Value in percentage) 
No 
1 
2 
3 
4 
5 
6 
7 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
Commodity 
Milled paddy 
rice 
Cake of 
soyabean 
Tea 
Cashewnuts 
shelled 
Coffee, green 
Buffalo meat 
Tobacco leaves 
Oil of castor 
beans 
Cotton lint 
Wheat 
Sugar refined 
Pepper, 
white/long/ 
black 
Sesame seed 
Onions, dry 
Coffee extracts 
Phase! 
1990-95 
15.06 
11.69 
11.69 
9.19 
5.47 
2.37 
3.19 
3.05 
4.50 
0.99 
1.31 
1.48 
1.16 
1.69 
1.02 
Phase II 
1996-
2000 
17.66 
10.33 
8.11 
7.66 
5.42 
3.43 
3.44 
3.22 
2.55 
1.10 
0.79 
2.38 
1.53 
1.06 
1.58 
Phase 
ID 
2000-05 
17.42 
7.99 
5.78 
6.75 
2.50 
4.66 
2.72 
2.27 
1.02 
5.52 
3.38 
0.54 
2.06 
1.81 
1.18 
Phase 
IV 
1990-05 
16.73 
9.98 
8.52 
7.86 
4.49 
3.48 
3.12 
2.86 
2.69 
2.50 
1.80 
1.49 
1.58 
1.51 
1.27 
Growth 
Rate 
1990-05 
10.19 
2.43 
-1.29 
3.56 
1.11 
14.11 
46.23 
5.44 
-14.44 
26.49 
16.07 
26.49 
12.41 
5.23 
13.09 
CV 
1990-
2005 
53.1 
34.12 
22.39 
22.89 
44.16 
54.61 
30.77 
38.61 
114.62 
125.16 
120.36 
64.89 
43.42 
44.76 
48.20 
Source : Computations based on data from www.fao.org 
Notes : 1. First three columns show average percentage share of agriculture products 
in total agriculture exports. 
2. GR = Compound growth as per cent per annum; (3) CV = Coefficient of 
variation 
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the exports. If we consider top five commodities, all except milled paddy rice 
show a consistent decline in their share for the period considered, i.e. from 1990-
95 to 2001-04. Tea and cashewnuts shelled, which have been India's 
traditionally major exports show a decline in their importance over these 15 
years period. A look at the CVs shows that greatest stability is shown by the 
traditional exports of tea and cashewnuts shelled. The "new" exports like wheat, 
sugar refined show the highest level of variability. Cotton lint also shows very 
high level of variability. 
Table 5.9 
India's Commodity Compositioii of Agricultural Imports 
(Value in percentage) 
No 
1 
2 
3 
4 
5 
6 
7 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
Commodity 
Palm oil 
Soyabean oil 
Cashewnuts 
Cotton lint 
Pulses 
Silk, raw and 
waste 
Wheat 
Sugar refined 
Oil of 
sunflower seed 
Wool, greasy 
Fatty acids oils 
Wool, scoured 
Chickpeas 
Almonds 
Beans, dry 
Phase! 
1990-95 
12.13 
2.39 
10.85 
4.79 
4.51 
5.62 
3.77 
8.76 
0.73 
4.52 
1.74 
3.39 
2.44 
2.31 
2.15 
Phase II 
1996-
2000 
29.17 
5.39 
3.56 
4.34 
1.97 
2.48 
5.43 
2.34 
5.70 
2.34 
2.97 
1.92 
1.47 
1.76 
0.84 
Phase 
III 
2000-05 
30.86 
12.47 
5.74 
7.13 
4.19 
3.01 
0 
0.07 
0.96 
1.85 
2.17 
1.90 
2.23 
1.36 
2.07 
Phase 
IV 
1990-05 
26.39 
7.79 
5.99 
5.63 
3.44 
3.35 
2.77 
2.69 
2.66 
2.58 
2.38 
2.21 
1.99 
1.70 
1.63 
Growth 
Rate 
1990-05 
34.99 
33.38 
7.14 
45.79 
7.36 
5.55 
-25.62 
56.83 
311.24 
2.22 
19.72 
5.76 
4.39 
7.47 
9.64 
CV 
1990-
2005 
79.08 
107.02 
65.94 
90.59 
72.86 
32.55 
145.22 
234.88 
111.51 
18.48 
58.30 
33.55 
87.07 
41.82 
81.33 
Source: Computations based on data from www.fao.org 
Notes: 1. First three columns show average percentage share of agriculture products 
in total agriculture exports. 
2. GR = Compound growth as per cent per annum; (3) CV = Coefficient of 
variation 
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Based on these absolute values, we have generated Table 5.9. The most 
important thing that we can discern from Table 5.9 is the very high share of "oil" 
of pahn and oil of soyabeans (around 34 per cent) in total agri-imports. When oil 
of sunflower seed and fatty acids oils are added to them the share goes up to 
almost 40 per cent. The share of pulses and chick peas adds upto 5.4 per cent for 
the period 1990-2003. All these commodities also show a high rate of variability. 
On the other hand, the shares of cashewnuts, wheat and sugar refined have 
declined. Wheat shows a high and negative rate of growth along with a very high 
level of variability. In fact we find that wheat and sugar refined both show a very 
high degree of variability in exports as well as imports. 
5.3.2 WTO AND INDIA'S SERVICES SECTOR: 
The service sector forms the backbone of social and economic 
development of a region. It has emerged as the largest and fastest growing 
sectors in the world economy, making higher contributions to the global output 
and employment. Its growth rate has been higher than that of agriculture and 
manufacturing sectors. It is a large and most dynamic part of the Indian economy 
both in terms of employment potential and contribution to national income. It 
covers a wide range of activities, such as trading, transportation and 
communication, financial, real estate and business services, as well as 
community, social and personal services. In India, service sector, as a whole, 
contributed as much as 68.6 per cent of the overall average growth in gross 
domestic product (GDP) between the years 2002-03 and 2006-07. 
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Services were not included in GATT, largely because they were not 
viewed as being tradable when the GATT was created. Post-WTO trading 
regime has provided tremendous opportunity for trade in service. The general 
Agreement on Trade in Service (GATS) is the first ever set of multilateral, 
legally enforceable rules covering international trade in services. It was 
negotiated in Uruguay Round.* 
The aim of the GATs is that services providers jfrom countries, when they 
compete in other countries, be subjected to the same principles of MFN and 
National Treatment (NT) as are objectives of the GATT. Infact, because most of 
the traded services do not themselves cross national boarders and are therefore 
not subject to the same kind of tariff as goods, the approach followed in the 
GATT of gradually bringing down those burners through negotiations is not 
available for services instead member of the WTO have committed themselves 
to go all the way to national treatment in those services industries in which they 
have promised to do anything at all. In the Uruguay Round negotiations leading 
to the WTO, countries negotiated not on services barriers, but rather on list of 
service sector. Unfortunately, the number of such sectors turned out to be quite 
small and the extent of actual liberalization of trade in services that was achieved 
by the Uruguay Round was essentially zero'. 
The GATS does not have a time table for putting obligations into force. 
Various studies such as Mattoo and Subramanium (2000), Hockmas (1995) 
among others reconmiended services sector liberalization because (a) there are 
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substantial gains both from liberalization within countries, especially is key 
infrastructure services like telecommunication, fransport and fmancial services, 
and from elimination of barriers to their exports (b) successful liberalization 
requires emphasis on competition more than change of ownership, creatibility of 
policy and liberalization programms, domestic regulation to market, failure and 
pursuit of legitimate social goals with economic efficiency (c) effective market 
access required elimination of explicit restrictions and disciplines of implicit 
regulatory barriers. Chadha (1999) use a general equilibrium analysis to quantify 
the benefits to India of liberalizing services trade. These studies convey the basic 
idea that study need to be taken at the domestic level. Nevertheless, there 
remains scope for constructive use of multilateral frading system both in 
realizing credible domestic liberalization and securing market access abroad. 
In general services are of an importance in world trade. India actively 
participated in the Uruguay Round services negotiations and its schedule 
provides for specific commitments covering business communication, 
construction work for civil engineering, financial, health related and social and 
tourism services. The extent of commitment vary across sectors with certain 
restrictions on market access and national treatment in cross border supply, 
consumption abroad, commercial presence, and presence of national persons, 
India has made commitment in 33 activities (compared with average of 23 for 
developing countries) out of total of 161 (GATT, 1994). Broadly, these 
commitments bind the existing policy framework. In some case applied policy 
may be more liberal than the binding commitments. 
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The salient features of the services component of the framework 
agreement includes: 
• Members to strive for high quality offers in sector and modes of supply of 
interest to developing countries so as to ensure a substantive outcome and 
providing maricet access to all member; 
• Special attention to be given to sector and modes of supply of export 
interest to developing countries; 
• Recognition of interest of developing countries and some developed 
countries in mode 4(movement of natural person), and 
• Stipulation of a time limit for submission of revised offers by May 2005 
and general recognition of interest in intensified negotiation". 
India's core objective in the negotiations in trades in services is to induce 
our trading partners to undertake more liberal commitment in cross-boarder 
supply of services (Mode 01) and movement of natural person (Mode 4). Mode 4 
is of particular interest of India as it has a large pool of well qualified 
professionals. Success under this mode would mean that Indian professionals 
will be able to move freely across countries chasing assignment and 
opportunities. The era of economic liberalization has ushered in a rapid change 
in the services industry. As a result, over the years, India is witnessing a 
transition from agriculture based economy to the knowledge based economy. 
The growing importance of services is reflected in the international trade. 
Trade in services is growing and currently account for more than 20 per cent of 
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Table 5.12 
Leading Exporters and Importers in World Commercial Services Trade 
2005 
(Million dollars) 
Rank 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
Exporters 
World 
United States 
United 
Kingdom 
Germany 
France 
Japan 
Italy 
Spain 
Netherlands 
China 
Hong Kong, 
China 
India 
Ireland 
Belgium 
Canada 
Value 
2414300 
354020 
188740 
148540 
114955 
107913 
93518 
92730 
76653 
73909 
62175 
56094 
53350 
53270 
52193 
Share 
100.00 
14.66 
7.82 
6.15 
4.76 
4.47 
3.87 
3.84 
3.17 
3.06 
2.58 
2.32 
2.21 
2.21 
2.16 
Rank 
1 
3 
2 
5 
4 
6 
10 
8 
7 
14 
12 
9 
13 
11 
Importers 
World 
United States 
United 
Kingdom 
Germany 
France 
Japan 
Italy 
Spain 
Netherlands 
China 
Hong Kong, 
China 
India 
Ireland 
Belgium 
Canada 
Value 
2347400 
281168 
154077 
201435 
104897 
132570 
92419 
65159 
70944 
83173 
32384 
52211 
66145 
50317 
64170 
Share 
100.00 
11.98 
6.56 
8.58 
4.47 
5.65 
3.94 
2.78 
3.02 
3.54 
1.38 
2.22 
2.82 
2.14 
2.73 
Source : Federation of Indian Export Organizations, New Delhi, 2006. 
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Table 5.13 
Leading Exporters and Importers in World Commercial Services Trade 
2006 
(Million dollars) 
Rank 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
Exporters 
World 
United States 
United 
Kingdom 
Germany 
Japan b 
France 
Italy 
Spain 
China 
Netherlands 
India 
Hong Kong, 
China 
Ireland 
Belgium 
Canada 
Value 
2710000 
387000 
223000 
164000 
121000 
112000 
101000 
100000 
87000 
82000 
73000 
71000 
67000 
57000 
56000 
Share 
100.00 
14.28 
8.23 
6.05 
4.46 
4.13 
3.73 
3.69 
3.21 
3.03 
2.69 
2.62 
2.47 
2.10 
2.07 
Rank 
1 
3 
2 
4 
5 
6 
9 
7 
8 
11 
13 
9 
12 
10 
Importers 
World 
United States 
United 
Kingdom 
Germany 
Japan b 
France 
Italy 
Spain 
China 
Netherlands 
India 
Hong Kong, 
China 
Ireland 
Belgium 
Canada 
Value 
2710000 
307000 
169000 
215000 
143000 
108000 
101000 
77000 
100000 
78000 
70000 
35000 
77000 
54000 
72000 
Share 
100.00 
11.33 
6.24 
7.93 
5.28 
3.99 
3.73 
2.84 
3.69 
2.88 
2.58 
1.29 
2.84 
1.99 
2.66 
Source : Federation of Indian Export Organizations, New Delhi, 2007. 
all international trade. Services for the first time was brought under the ambit 
of World Trade Organisation Agreement in 1995. It may be noted that the 
growth of international trade in services in the last two decades has been much 
faster that of the trade in goods. The value of international trade and services 
come to about one-fourth of the value of the trade in goods. 
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There is a common belief that developed countries have tremendous 
potential in the services sector and the developing countries including India 
have limited options to improve their position. There is a vast level of 
difference in the development of services between the developed countries and 
the developing countries. Therefore, inclusion of services is bound to benefit 
developed countries much more than the developmg countries like India. The 
share of selected countries world trade in commercial services is presented in 
Tables. 
Data indicate that the share of developed countries in commercial 
services was higher than developing countries. The principle exporter and 
importer of the commercial services are USA, UK, Germany, France, Japan, 
Italy, Hong Kong and Canada. They account for about more than 50 percent 
share of the world trade in services. It is these countries that will benefit more 
fi-om the new agreement on services as arrived at in the Uruguay Round and the 
share of developing countries like Malaysia, Thailand Mexico etc. declined. 
The share of the Indian world trade in services has increased marginally, but 
exports of services is less than import of services (Tables 5.12 and 5.13). 
WTO offers both challenges and opportunities for the Indian services 
sector. Obviously, challenges are far more serious and striking given the lack of 
competitive strength of Indian services sector. Akeady India has experienced 
almost of decade market oriented reforms and many serious problems are 
coming to the surface. 
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1. The economy in general and services in particular are victims of high 
cost. 
2. The Technology gaps of several years are too glaring, even more 
worrisome are the difficulties in securing technology transfers from 
developed countries. 
3. Hard core reforms (e.g. exit policy, privatization etc) are still politically 
difficult for implementation and hence there is a virtual lack of 
flexibility in operations. 
4. As a consequence, Indian services are not competitive in terms of price, 
quality and delivery schedule. 
5. Most developed countries are unreceptive to India's problems and are 
always demanding longer market access into India, including her to 
fulfill WTO compliance on many issues earlier than required. 
6. India's share of the world trade is a meagre i.e. 0.8 per cent and her 
share of trade in world services is 2.3 per cent in export and 2.2 per cent 
in import during in 2005, hence it does not command any bargaining 
strength in WTO level negotiations. 
Obviously, most of these problems of our own making and will have to 
be resolved by our own internal efforts. So, India needs not to lose its steep 
over the stipulations to reduce domestic support and export subsidies. At the 
WTO negotiating table we can only raise issues applicable to global trade, 
which do not comply with its given provisions and conditionality. While 
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effective negotiations are must, we can neither procrastinate the day of 
reckoning nor reverse the imperatives of WTO driver globalization of Indian 
services industry. 
Lastly, we conclude that during the last decade from 1995-2005, the 
services sector expanded rapidly all over the world, inclusion of trade in 
services is bound to benefit developed countries more than developing 
countries like India. 
5.4 CONCLUDING REMARKS 
India's trade experience in the post-WTO period has been a mixed one. 
The growth rate of India's overall exports has accelerated during the post-
reform period. However, agricultural goods and textiles that are covered under 
the WTO system have failed to record any dynamism. 
If India is to take advantage of the opportunities of the WTO system, it 
should evolve an effective export strategy. The strategy should aim at 
increasing competitiveness of Indian exports by removing constraints on the 
supply side. On the demand side India should negotiate effectively under the 
WTO for removal of numerous trade distortions and market access barriers that 
are still present in the developed countries. 
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CHAPTER - VI 
SUMMARY 
AND 
CONCLUSIONS 
SUMMARY AND CONCLUSIONS 
The study was undertaken primary to examine the role of the world 
trading system under the WTO in promoting international trade of developing 
countries in general and that of India in particular. Within the framework of 
this broad objective the specific objectives were as follows : 
(i) To discuss the implementation of WTO agreements and commitments 
by its different member countries. 
(ii) To assess the impact of the WTO provisions on India's foreign trade to 
reflect on the country's success in realizing her expectations of its 
membership of this organization, 
(iii) To suggest ways and means as to how India can maximize the gains and 
minimize the losses from its membership of the World Trade 
organization. 
The study is based on secondary sources of data which have been 
collected from various sources. The methodology used is simple and analytical. 
Tabular analysis has been used to analyse the data and results have been 
interpreted accordingly. 
The study has been organized into six chapters including the present 
one. First two chapters have been devoted to introducing the problem and 
review of literature. Chapter three discusses the framework of the world trading 
under the WTO and its essential features. Chapter four investigates the 
implications of the WTO led trading system for the developing countries in 
general while chapter five examines the impact of some of the provisions of the 
WTO on India's foreign trade in the post-WTO period. 
Over the years the world trading system has evolved from conflict, 
autarky and complete collapse during two world wars and the Great Depression 
of the late twenties and the early 1930s to that of rule based transparent, 
predictable and non-discriminatory, system under the WTO which came into 
existence in 1995. This system promises effective participation of member 
nations in international trade and the maximization of their gams. The basic 
principles of this system are: non-discrimination, reciprocity, enforceable 
commitments, transparency and promotion of fair competition. Its scope is 
wide as it covers many new areas such as agriculture, textiles, IPRs, TRIMs 
and services. Its scope of liberalization is also wide as it includes NTBs 
alongwith tariffs and many new norms and disciplines such as sanitary and 
phytosanitary measures, anti-dumping measures, dispute settlement procedures, 
safeguard measures. Above all, there is an effective organization called the 
WTO empowered with the authority of enforcing the commitments, rules and 
norms of discipline governing international trade. 
Trade is important to developing countries for several reasons. But its 
sustained growth calls for a free and fair world trading system. A frading 
system that is rule based helps in the expansion of trade for developing 
countries. Similarly a trading system that lowers frade barriers through 
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negotiations and applies the principle of non-discrimination promotes trade 
from developing countries. Further the trading system that allows disputes to be 
settled effectively and constructively has the added advantage for the 
developing countries. The world trading system under the WTO promises all 
but its working over the past years since its establishment has revealed that the 
pace and pattern of implementation by different member countries have not 
been uniform. More powerful players in the trade space have evolved many 
new instruments of safeguarding their national interest while the weaker 
players have been forced to implement their commitments. This has generated 
asymmetries in the pattern of effective market access in the different countries 
of the world economy. 
Some of the asymmetries that exist in the present world trading system 
are the following: 
• The agenda of the WTO, the implementation of its agreement, and the 
much praised dispute settlement system all serve to advance the interest of 
developed countries. 
• The least developed countries (LDCs) are marginalized in the world trade 
system, and their products continue to face tariff escalations. 
• Rules uniformly applied to WTO members, have brought about 
inequalities because each member has different economic circumstances. 
Similarly developing countries enjoy little power within the WTO 
framework for the following reasons: 
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(1) Although developing countries make up three fourths of WTO 
membership and by their vote can in thereby influence the agenda and 
outcome of trade negotiations, they have never used this to their 
advantage. Most developing country economies are in one way or 
another depend on the U.S., the EU or Japan in terms of export, imports 
and security etc. Any obstruction of a consensus at the WTO might 
threaten the overall well-being and security of dissenting developing 
nations. 
(2) Trade negotiations are based on the principle of reciprocity or "trade 
ofF'. That is, one country gives a concession in an area, such as the 
lowering of tariff for a certain products, in return for another country 
acceding to a certain agreement. This type of bartering benefits the 
larger and diversified economies, because they can get more by giving 
more. For the most part, negotiations and trade ofifs take place among 
the developed countries and some of the richer or larger developing 
countries. 
(3) Developing countries have fewer human and technical resources. Many 
can not cope with the 40-50 meetings held in Geneva each week. Hence 
they often enter negotiations less prepared than their developed country 
counterparts. 
(4) Developing countries have discovered that seeking recourse in the 
dispute settlement system is costly and requires a level of legal expertise 
147 
that they may not have. Furthermore, the basis oh which the system is 
mn-whether a country is violating free trades rules is not the most 
appropriate for their development needs. 
The asymmetries in the working of the trading system and the limited 
power of the developing countries within its framework have limited the gains 
of developing countries from global trade. 
India became the founder member of the WTO motivated by the desire 
to participate effectively in world trade and gain from it. The analysis of India's 
trade performance in the post-WTO era revealed that India integrated 
increasingly with the world trading system during this period. The growth rate 
of India's overall exports accelerated during the post-WTO period. However, 
agricultural goods and textiles that are covered under the WTO system did not 
record any dynamism. 
The liberalized world trading system under the WTO offers both 
opportunities and challenges for developing countries including India. If 
developing countries have to gain, certain practices and rule in the WTO must 
be changed to incorporate the realities and broader development agenda of the 
developing countries. Some of them could be the following: 
(i) All members should be equipped with the technical expertise and human 
resources to participate fully in the multilateral negotiations. 
Liberalization on the "fast track" must be stopped. Instead changes 
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should be made to rules that effectively disadvantage the economies of 
developing countries. 
(ii) Decision-making in the WTO must involve all members. This has not 
been the case to date; instead the US, EU, Japan and Canada has made 
many decision on behalf of all. 
(iii) The dispute settlement system must consider the development needs of 
countries (especially the most vulnerable), not just whether free trade 
rules have been violated. 
(iv) If the developed and developing countries fanners are to compete in tiie 
same markets, then the $ 280 billion in annual subsidies that developed 
countries provide to their farmers should be reduced to the negligible 
amounts developing countries provide. Otherwise developing countries 
should be allowed to increase both their subsidies and their tariffs to 
protect their markets from the highly subsidized exports of the 
developed countries. Small fanners in both developed and developing 
countries should be encouraged not squeezed out especially in 
developing countries, where farming is the source of livelihood for 
millions. 
(v) TRIPs should be abolished and the control of intellectual property 
should be returned to the pre-Uruguay institution such as the world 
intellectual property organization. At minimum, seeds, plants and drugs 
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should be exempted from TRIPs in order to preserve basic health care 
and agricultural system in developing countries. 
(vi) Developed countries should eliminate the tariff escalation on products 
chains of interest of developing countries. And if the WTO continues to 
force all countries down, the liberalization path, the protected sectors in 
the US must also be liberalized to open up new export markets for 
developing nations. 
(vii) The WTO should use the international standards established in UN 
conventions to ensure that development goals are in tune with its trade 
agenda. The final jest of the WTO's success is not the volume of world 
trade or the extent to which trade barriers have been lowered, but 
whether and to what extent living conditions in all nations - particularly 
the developing countries, which constitute three fourth of its members -
are improving 
The developing countries on their part require to build: 
• The capacity to design and implement trade policy and to present the 
country's interest effectively in international forum such as the WTO. 
• Trade related human and physical infrastructure that affects the capacity 
to export. 
• Appropriate safety nets to ensure that trade reforms that benefit the 
country as a whole do not worsen the plight of the poor. 
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The primary purpose of the AoA is to promote global trade by removing 
various trade distortions at the international level. According to the AoA, all 
the member countries are bound to reduce the tariff rate on imports and 
subsidies offered to the domestic producer. The classification of domestic 
support and export, subsidies are complex and infavour to developed countries, 
particularly EU, the Canada, US and Japan. They are able to maintain very high 
level of subsidies on agriculture in the exempted categories. These subsidies 
empower developed countries to cause distortion in the international market 
and protect domestic production and competition against import. Compared 
with developed countries, the level of support in developing countries such as 
India is very low and a level playing field in agriculture trade is a far cry. 
Developing countries should play active role in the WTO to set the 
agricultural trade on right track. 
There is also a need for an independent and comprehensive review and 
assessment of the impact of services liberalization in developing countries 
before the GATS negotiations proceed any fiirther. 
• Developmg countries should not make new service liberalization 
commitments until comprehensive sectoral assessments have been 
undertaken, which weight carefully the benefits and burden of 
liberalization. 
• Developed countries should immediately withdraw their benchmarking 
proposals because they contradict the basic architecture of GATS, erode 
flexibility and depart from the GATS negotiation guidelines. 
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• Deeper provision needs to be made in GATS to allow for the flexibility of 
developing countries to regulate companies providing services, in order to 
promote national development objectives. 
• Public service sectors such as education, health, water, agricultural 
extension and environment must be explicitly excluded from liberalization 
commitments. 
• Developing coimtries have expressed concerns not only about the lack of 
clarity but also about ambiguities in the schedules submitted by developed 
countries. It is therefore essential that these schedules are reviewed by an 
impartial international committee of experts. 
• The negotiations on GATS rules and emergency safeguard measures 
should be completed before any commitments are made by developing 
countries on market access. This will be consistent with the negotiating 
guidelines and will protect developing countries' nascent service sectors. 
Developing countries should not offer any sectors for opening up under 
GATS before the rules are finalized. 
For India to take advantage of the opportunities of the WTO system, it is 
essential that the country should press for the elimination of distortions in trade 
by the developed countries. India should insist for implementation of existing 
rules and their amendments in order to remove the inequalities and imbalances 
inherent in them. In the domestic front, India should strengthen the 
infrastructural facilities of the economy in a big way and improve the 
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efficiency and competitiveness of the industrial sector, by removing complex 
domestic and state interventions. 
In the case of agricultural exports, the following steps need to be taken: 
1 Public investment in agriculture should be stepped up to create needed 
infrastructure facilities. 
2. Credit for agriculture has to expand at a faster rate than before because 
of the need to step up agriculture growth to generate surplus for exports. 
3. We should somehow force the developed countries or high income 
countries to open their market by reducing the agricultural subsidies. 
Actually high subsidies are the prime case of trade barriers put by the 
developed countries. 
4. The sound agriculture policy has to be formulated which address the 
issue of the farmers. 
India has also a great potential in export of services. A realistic and 
WTO integrated compatible trade strategy would enable India to sustain a high 
export growth in this sector. 
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